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STATE SOCIETY ACTIVITIES 











Calendar of Events 
March 20—Regular meeting of the 
Board of Directors. 
March 20—7 :45 P.M. Society Meet- 


ing. Subject: Internal Control. 
Location: Waldorf-Astoria Hotel, 
Lexington Avenue and 49th 
Street, New York City. 

Aprit 10—2 P.M. and 7:45 P.M. 
Society Meeting. Subject: Ter- 
mination of War Contracts. Lo- 
cation: Waldorf-Astoria Hotel, 
Lexington Avenue and 49th 


Street, New York City. 
April Meeting 

The regular meeting for April will 
be on the subject of Termination of 
War Contracts. The Society’s Com- 
mittee on War Contracts, under the 
chairmanship of Maurice E. Pelou- 
bet, is arranging an afternoon and 
evening program. 

Senator James E. Murray of Mon- 
tana will be the featured speaker at 
the evening session. The balance 
of the program is now being ar- 
ranged, with the afternoon session 
covering technical details and will 
be in two parts. The first part will 
cover general matters such as ac- 
counting principles to be used, cost 
definitions, responsibility of prime 
contractors for sub-contractors, prin- 
ciples and procedures for auditing, 
the place of the public accountant 
in termination, the determination of 
profit on terminated contracts, and 
relation between termination and re- 
negotiation. While these topics do 
not summarize our entire compre- 
hensive program, they serve to indi- 
cate the nature of the discussion. 
The second part of the afternoon 
session will be devoted to case studies. 


March, 1944 


Definite consideration is being given 
to the problems of the small con- 
tractor without a terminaton de- 
partment. 


Red Cross 1944 War Fund 


Certified Public Accountants have 
united to support the Red Cross 
1944 War Fund appeal now in pro- 
gress. Henry E. Mendes is chair- 
man of the Accountants Committee. 
Serving on the committee are Wil- 
liam H. Bell, Harold R. Caffyn, 
Thomas F. Conroy, J. Andrew Craft 
William J. F. Duggan, Albert J. 
Eckhardt, A. S. Fedde, Ralph H. 
Galpin, Herbert P. Greenwood, Henry 
Homes, Henry A. Horne, Ernest B. 
Horwath, James F. Hughes, Errol 
Kerr, Joseph J. Klein, Paul K. 
Knight, Christopher H. Knoll, Sam- 
uel D. Leidesdorf, Saul Levy, Simon 
Loeb, Ernest O. Lothrop, Peter F. 
Lynch, J. Arthur Marvin, Joseph J. 
McArdle, Russell G. Rankin, M. L. 
Seidman, Harold B. Simpson, Rod- 
erick J. Watterston, C. Oliver Well- 
ington and Ernest N. Wood. 


George W. Hailer 


George W. Hailer, a member of 
the Society since January 1941, 
passed away on February 28, 1944. 


Charles M. Riedell 


Charles M. Riedell, a member of 
the Society since October 1938, 
passed away on February 22, 1944. 


The Society has suffered a great 
loss in the passing of these valued 
and esteemed members. 

ee) 
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Announcement of 


1944. PRIZE Essay CONTEST 


The Board of Directors of the Society has authorized the Com- i 
mittee On Publications to conduct a prize essay contest, the c 
essays to be on a subject of interest to the accounting profession 
and suitable for publication in The New York Certified Public 
Accountant. Prizes in the amount of $150 for first prize, $100 it 
for second prize, and $50 for third prize are offered. 


The general rules of the contest are as follows: n 
All papers shall be original and the manuscript shall be typed in C 
duplicate on 81 x 11 stationery, double or triple space typing, and as 
should not be more than 5000 words. al 

* O! 


The name of the individual submitting the paper should not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be accompanied by a covering letter 














giving the contestant’s name and address. ¥ 
* 
When submitted to the judges, each manuscript will be given a 
key number of identification. ae 
* Be 
Manuscripts should be forwarded to The Managing Editor of The 1 
New York Certified Public Accountant, 15 East 41st Street, New of c 
York 17, N. Y., on or before May 15, 1944. Awards will be a 
announced as soon thereafter as possible. Fer “ 
* libera 
All papers submitted shall become the property of the New York oP 
State Society of Certified Public Accountants and shall be avail- mys 
able for publication in The New York Certified Public Account- * 
ant. The decision of the judges shall be final as to what papers Ordnz 
may be entitled to prizes. nr 
large 
ment | 
ever, | 
_Depar 
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Termination Procedures in the 


New York Ordnance District* 
By J. K. Lasser, C.P.A. 





Mr. Lasser in his article has not only hit the high spots on termi- 
nation but has gone far enough down into the valleys so that we may 
find out what the country is really like. The relation of the contract- 
ing officer to the contractor is clearly shown. Practical hints to 
contractors for setting up termination organizations, revising their 
systems and methods and preparing claims, are given. The necessity 
for preparation in advance for termination is stressed and illustrated 
and the ways in which a contractor can cooperate with the contract- 
ing officer are shown. 


No matter what termination methods are finally adopted nor what 
legislation is passed, the greater part of this paper will be of perma- 
nent value as it covers the essentials of the contractor’s own organiza- 
tion which is required to deal successfully with termination problems. 
Certain points which have been stressed before and should be stressed 
again are brought out. For example, the desirability of the nearest 
approach possible to job costs is demonstrated, the danger and folly 
of presenting inflated claims is shown and the value of cooperation 
with the contracting officers is stressed. 


All in all it is a paper which should be read by everyone connected 
with termination work, contracting officer, contractor and account- 
ant alike. 

Maurice E. PELtouset, Chairman 
Committee on War Contracts 











late eg? has long sought a 
method for prompt settlement 
of claims resulting from contract 
terminations. That has now come 
with the issuance of the Uniform 
Termination article and its more 
liberal cost formula. Its primary 
purpose, announced early in Janu- 
ary, is to facilitate the payment to 


contractors of the money due them 
by the Government. That must be 
assured if we are to make full use 
of our productive capacity, so enor- 
mously expanded during the war 
years, during the years of recon- 
struction. Yet the procedure, stream- 
lined for speed, must be watertight 
enough to safeguard the contractual 











* An address made by Mr. Lasser at a conference arranged by ‘the New York 
Ordnance District for contractors serving the United States Army in this district. The 
article was prepared for delivery to the conference following review of procedures with 
the Army officials and auditors. It has been given in this form a number of times to 
large meetings of Army contractors and has been reprinted by the Ordnance Depart- 
ment for aid to the contractors in terminations. The opinions expressed herein, how- 
ever, are Mr. Lasser’s and do not necessarily represent the opinions of the War 
Department. 
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rights of the Government as well as 
in the orderly disposal of its pur- 
chased property. 

The new rules give us broad, work- 
able principles that zealously guard 
the rights of contractors. They ce- 
ment the privilege of negotiated set- 
tlements. You can proceed without 
fear that your case will be reopened 
at another time, assuming of course, 
that the closing has been with a full 
disclosure of pertinent facts to the 
Government. There is added this— 
You must keep your records for a 
three year period. That probably 
means a rehash of your case if sub- 
sequent government examinations 
like Treasury income tax audits 
bring new facts to life. 

All metheds require determination 
of your costs, but firmly establish 
that we are to deal with “recognized 
commercial accounting procedures.” 
I think that means complete approval 
of generally accepted accounting 
practices followed in business. I 
think, too, it eliminates the worry 
that new and strange Government 
definitions of cost will later be raised 
to plague your settlement. 

On its part, the Army has created 
a business-like organization of spe- 
cialists and highly competent audi- 
tors. It moves into contacts with 
you on the assumption that you will 
be as ornery and as recalcitrant as 
needs be to get your full cost and 
fair profit. All that it asks is that 
you cooperate effectively to get the 
record into position for discussion 
of your problem and for negotiation 
as fast as possible. 


You Must Know the Rules 
to Get Paid 

Apparently ail decks are now 
cleared for full speed in settlements. 
Army officials now plead that you 
thoroughly understand the methods 
used in getting you paid. Then they 
urge that claims be filed speedily in 
order that they may be audited 
quickly in conformity with the rules. 
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One of the great difficulties is in 
getting claims started. There is tre- 
mendous delay both in the filing, 
and in making records available for 
review of a claim. Considerable 
pressure is being exerted by the 
Army on its own personnel, and 
they in turn propose to hound you 
until there is a clearance. Thus the 
prompt processing of claims forms 
the very essence of a workable sys- 
tem of contract termination. To 
permit a lag in the filing of claims, 
or in the audit of them, creates a 
danger that we will be- bogged down 
with an engulfing flood of paper 
work that will hinder and delay the 
quick and orderly transition to the 
much needed peacetime production. 

The job, in no sense, is entirely 
the function of the Government. 
You, as a contractor, have the all- 
important task of knowing the whole 
termination process so that you can— 

1. File your claim promptly 

2. Maintain your records in such 
shape as will facilitate auditing 
and processing 

3. Furnish every possible aid in 
disposing of materials and to the 
auditors. That will permit all 
concerned to finish their work 
promptly and clear payments to 
you. 


You Can Get All the Help You 
Need From the Government 

As you recognize these essentials 
to settlement, you may be interested 
long before termination, in the pre- 
liminary aid to the contractor offered 
by the Army through its termina- 
tion specialists and contracting off- 
cers. At your request they will fur- 
nish a consulting service. This may 
well be used by you: 


1. To clear obstacles that block 
or delay the accounting so essen- 
tial for settlements. 

2. To avoid delays in payment 
because of the particular nature 
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of the checks that may have to be 

made under your routine. 

The way to get the speed-up serv- 
ice is simple. You merely address 
the Chief of Terminations for the 
district. At your request, he may 
even permit an auditor to review 
your cost system and internal rou- 
tines long before you have a termi- 
nation notice. 


How Termination Starts 
Contract termination arises through 
a notice to the contractor. The Uni- 
form Termination Article provides 
that you must do this under each 
contract—much of it with the guid- 
ance of the contracting officer. 
1. Terminate the work on notice 
2. Place no further orders or 
subcontracts 
3. Terminate all 
subcontracts 
4. Assign all rights to subcon- 
tracts to the Government 
5. Settle all claims with sub- 
contractors 
6. Transfer all materials to the 
Government, but protect them 
fully until they are taken over 
7. Use your best efforts to sell 
the materials remaining relating 
to the contracts terminated. But 
you are not required to extend 
credit to any purchasers, and you 
may retain any property at a price 
approved by the contracting officer. 


You Must Make a Claim 
for Your Costs 

This discussion concerns itself 
only with the responsibilities of 
contractors to submit the formal 
statement of their claims. That 
statement is a solemn one and it is 
made under all the penalties of the 
law for false certification. It as- 
sumes that the costs involved have 
been incurred by the contractor and 
that they may be reviewed by the 
Government. Broadly, every pro- 
posal for a settlement sets forth: 
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orders and 


Your costs and a claim for prof- 
its 

Your claim for the subcontrac- 
tors costs and profits 

The costs incurred or expected 
after the date of determination 


Sometimes the statements of sub- 
contractors may be unavoidably de- 
layed. If that occurs, it is entirely 
possible to submit the subcontrac- 
tors’ claims separately. Then these 
claims are filed as soon as you get 
them. The same thing might be 
done with indeterminate post-ter- 
mination costs. 


You Must Examine 

Subcontractors’ Claims 

One of your functions is the neces- 
sity of your settling at once with 
subcontractors. The Government 
takes no responsibility in this con- 
nection, but it reserves the right to 
approve or disapprove the settle- 
ment. No yardsticks are provided. 
The rules merely insist that you 
make the kind of a settlement that 
a good business man would employ 
in the conduct of his own affairs. 
Having done that, you must certify 
that the claim is fair and reasonable. 
If you cannot do that, or if for any 
reason you feel that your settlement 
might not be approved by the Gov- 
ernment, you may do one of these 
things— 

1. Discuss the problem with 
the contracting officer in order 
that a conference may be arranged 
with you and the subcontractor 
under Army auspices. You prob- 
ably can settle your problem eas- 
ily there. 


2. Report, when filing your 
claim, that you are unable to agree 
as to costs or profits and place 
the whole matter into the hands 
of the negotiators for the Gov- 
ernment. 


If the last step is followed, it is 
essential that full reasons be dis- 
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closed when you file your claim, in- 
dicating why you cannot make the 
certification. 

The certification places upon the 
contractor the responsibility to make 
the examination of the subcontrac- 
tor’s records. That may assume 
similar audit to that employed by 
the Government in its review of 
your records. That may not be es- 
sential if you, as a prime contractor, 
find any of the following to be true— 

1. The claims made, attested by 
your own experience, seem to be 
wholly reasonable, or are conson- 
ant with what the costs would 
have been to you had you been 
producing for yourself the articles 
contracted out. 

2. The claims, as prepared by 
independent Certified Public Ac- 
countants, have a reasonable basis 
for acceptance by you. 

3. The work has been actually 
examined in the field by your own 
people along the lines under which 
the Government approves your 
own bills. 


The Regulations require that you 
adopt a standard of scrutiny of sub- 
contractors that an ordinarily pru- 
dent business man would apply in 
the conduct of his own affairs. They 
do not insist that you warrant the 
facts presented by a subcontractor. 
They ask only that you make the 
kind of a review which will permit 
you to certify that the claim is fair 
and reasonable. 

Under the current rules, you as- 
sign to the Government all your in- 
terest in the subcontractor’s orders. 
In effect, the Government assumes 
your liability to the suppliers. In 
practice this works out so that when 
closing arrangements with subcon- 
tractors are made with full. knowl- 
edge of contracting officials, no fur- 
ther difficulty may be expected. 
Therefore, you should submit diffi- 
cult problems to the termination off- 
cials in order that you may be guided 
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by their experience. Failure to do 
it may raise problems in your audit. 

Settlement with the subcontrac- 
tor should always be made on a net 
price basis in order to avoid any 
problems of discount that have arisen. 
The Government regards any dis- 
count earned as its income, and not 
yours. 


You Must Aid in the 
Disposal of Property 

On termination, you take the ob- 
ligation of unloading all materials 
on hand. In this, you dispose of 
supplies at a price approved by the 
contracting officer. You can, if de- 
sirable, retain them at a price mu- 
tually agreeable to that office. Any 
loss in the sale of this property is 
borne by the Government. In the 
ordinary instance, these sales are 
made only after the termination and 
the completion of the physical in- 
ventories. The records referred to 
in the remainder of this discussion 
will ask you to show exactly what sales 
have been made and the prices se- 
cured. One of the requirements is 
that you maintain full invoice rec- 
ords to verify each sale. 


How to Prepare Your Claim 
You can present your claim in one 
of two ways—the “inventory” or 
“total cost” method. For each con- 
tract you can choose the way that is 
most advantageous to you. 


You Can Make a Claim 
Under the “Inventory Basis” 

In this you merely list the costs of 
the uncompleted part of the contract— 
really your cost record of inventory 
on hand concerned with the contract. 
In addition, you may properly claim 
the expenses incurred after termina- 
tion or to be incurred after termina- 
tion. There is then added your 
profit and deducted any amount re- 
covered from the disposition of the 
inventory. Under this method you 
retain the profit that you have al- 
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ready earned on any completed units 
delivered. In addition, profit is cal- 
culated on the costs incurred on the 
uncompleted part. 

This method of computation is 
generally used by: 

Companies that have had con- 
tracts in operation for a long time, 
particularly those that had a large 
number of completed items ; 

Those where the inventory is 
largely purchased materials ; 

Those with dependable unit cost 
information that permits them to 
price work in process accurately. 
New York Ordnance statistics in- 

dicate that this method is adopted by 
90% of contractors and that it is a 
preferred basis. 

The definition of a completed item 
here concerns only units completed, 
inspected and invoiced. If at ter- 
mination date, any have not cleared 
inspection, then it is essential to 
have that accomplished quickly with 
the aid of the termination specialist 
in order that they may be removed 
from the claim. The Government 
will settle rapidly for any items in- 
voiced to it. 


Or You May Make a Claim 
Under the Total Cost Method 
Under this process, the contractor 
merely states all of his expenditures 
incurred under the contract. These 
must be segregated into the follow- 


ing groupings, all presented in sched-- 


ules showing the exact nature of the 
expenses. There is then added the 
claim of profit. From it is deducted 
the payments received for completed 
units and also the amounts recovered 
from disposition of inventory ex- 
actly as they are listed in the “inven- 
tory” method. The result is what 
you now claim. 

This full cost type. of claim is 
particularly advantageous to com- 
panies— 

1. That have just begun the op- 
eration under their contract. Thus, 
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the large pre-production engineer- 
ing, set-up cost, or starting-load 
cost, get into the expense in total 
through the simple process of list- 
ing all costs incurred. It is help- 
ful to insure full reimbursement in 
a case where the contract is termi- 
nated in the early stages of per- 
formance. 


2. For the same reason it may 
be helpful with older contracts 
where there is still no full recovery 
of unusual costs at the start. That 
may be particularly true when you 
had severe inefficiencies, break- 
downs, rejects, learning costs due 
to unfamiliarity of management or 
employees with the work. The 
procurement regulations might 
permit such non-recurring costs to 
be spread over the entire life of 
the contract. Your computations 
will tell you whether your claim 
for full costs will get you more 
than the inventory basis. 

It is also of use where there is 
no unit cost information, or where 
it is too-difficult to price an inven- 
tory, or where it is difficult to sepa- 
rate completed and uncompleted 
unit costs. 


Note This as to Both 
Types of Claims 


1. Each contract stands on its 
own footing. You make your claim 
under each without any reference to 
anything done in any other contract 
or any other claim. 


2. Either method gives you the 
full costs, including your loss for the 
uncompleted portion of a contract. In 
the inventory method the full cost is 
reflected in the cost record. In the 
total cost method you may have to 
adjust your figures so that you are 
not paid for losses sustained on com- 
pleted work. That means if you use 
the full cost method that you must 
reduce the costs for the losses on 
completed work. A simple percent- 
age applied to the contract price will 
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do it, after you find your percentage 
of loss. 

3. Both methods require you to 
submit these schedules 


Inventories 

Tools, dies, gages, etc. not amor- 
tized, less amount disposed of. 

Raw materials on hand less 
amount disposed of. 

Standard and purchased parts, 
less amount disposed of. 

Partially completed parts or as- 
semblies, less amount disposed of. 

Completed parts, less amounts 
disposed of. 


Schedules of Costs 

Administrative expense (Your 
schedule showing the method in 
which the computation is made) 

Expenses incurred after termina- 
tion (Your schedule here showing 
the method in which they are com- 
puted—any estimated expenses be- 
ing carefully labelled as estimated) 

All other costs not included in 
the foregoing in reasonable detail by 
schedule 


You Will Have an Inventory 
Problem in Getting a 
Speedy Settlement 

One of the most troublesome prob- 
lems in these terminations relates to 
the disposal of inventories. Govern- 
ment authorities approach the problem 
realistically. They recognize that 
much of the remainders may have 
only a scrap value. On the other 
hand, all material is critical and can 
be used in the war production. 
Therefore, it must be transferred to 
work that can absorb it. In addi- 
tion, there is always the problem of 
clearing the plant so that it may be 
used for other war work or peace- 
time production. With that in mind 
the Government has set for itself the 
objective of assuring prompt clear- 
ance within 60 days after the filing 
of inventory lists. The contractors 
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are given the right during this 
period to store the property at their 
own risk. 

In order to start material move- 
ment, it is essential that the inven- 
tories required by the termination 
forms be filed and that the whole 
process of taking inventories be ac- 
complished in such a way as to per- 
mit rapid audit of the claim. 

The following can aid materially 
in effecting prompt settlement: 


1. Complete your inventory 
quickly. This involves a complete 
count and pricing of all items, 
following the procedure in the 
Government forms. You include 
all material in your. immediate 
possession applicable to the ter- 
minated contract as well as that 
owned by you and located in other 
places, like sub-contractors plants. 


2. Deliver the inventory as 
quickly as possible to the termina- 
tion officers. Check with them as 
you go along on the job. They 
may like partial inventories. 


3. Do all you can to aid in the 
disposal of inventory—that is to 
be accomplished under a policy in 
which 


(a) Sales can be made by you 
at the direction of the contract- 
ing officer. 

(b) Items are to be returned 
to suppliers for full credit where 
that is possible. This can be 
done without approval of the 
Government, provided that the 
only costs chargeable against it 
are the expenses of shipping, 
packing and handling. 


(c) Determine what material 
you can absorb in your own 
plant. Approval of the contract- 
ing officer is necessary only if 
the sale is to be made at less than 
cost. In other cases check with 
him to get an approval of your 
plans. 
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Your Inventory Records 
Must be Carefully Prepared 

In connection with inventories, it 
is essential for your records to show 
at least the following information. 
(This may suggest organization for 
completion of an inventory long be- 
fore termination date.) 


1. The persons responsible for 
supervising the inventory taking. 

2. The instructions for the phys- 
ical arrangement of the inventory 
in accordance with natural classi- 
fications; such as raw materials 
and work in process, parts and 
subassemblies in process, spoiled 
and defective items, and finished 
units to be delivered. 

3. The instructions for account- 
ing of the tag or inventory sheet 
numbers before distribution and 
after collection. 


4. The accurate and complete 
description of units and stage of 
completion. 


5. The methods followed in 
checking the original counts and 
transcribing them to summaries. 


6. The provision for inventory- 
ing materials consigned to others 
for processing. 

7. The provision for proper re- 
cording of employees 

Making the original counts 
and checking the original counts 

Pricing the inventory and 
checking the pricing 

Making or checking the ex- 
tensions 


What Costs Are Allowed? 


Costs, under the principles ap- 
proved in the Baruch report released 
in January, are those sanctioned by 
recognized commercial practices as 
being reasonably necessary for the 
performance of the contract. Or 
they may include those properly al- 
locable to it under good practices. 
It is immaterial that they are direct, 
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indirect or apportioned on some ap- 
proved method. 


Period Covered 

As you start your planning for 
building your claim upon either the 
inventory or the full cost method, 
recognize the difference between con- 
tract and ordinary accounting. In 
the latter you simply accumulate all 
income and expenses for the twelve 
months. Your contract period is 
the term of the contract. In ex- 
treme cases, that may embrace sev- 
eral fiscal years. 

In reporting to the Government, 
you are not concerned with your 
fiscal year. You are entitled to pick 
up everything connected with the 
terminated contract. That may 
suggest that you carefully study :— 

Your deferred and prepaid ex- 
pense accounts and your prior 
years charges to find if you have 
your full accounting. If you have 
not maintained an accurate job 
cost system, you may find errors 
in retaining items in asset ac- 
counts on the books, or in old 
costs, that would normally be as- 
sembled in an accurate job ac- 
counting. 

Or if you have a standard cost 
accounting, you may have to com- 
prehensively review the over and 
under absorbed balances to find 
how to make an accurate state- 
ment of the costs for the contract 
—not fisval year-period. 


Detail of the Costing 
These comments break up costs 
into these conventional groups: 
Direct Labor 
Materials and supplies 
Plant and general overhead 
Depreciation and other charges 
arising from acquisition of facili- 
ties 
Special expenses for the con- 
tract 
Other costs 
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In each of them, I have attempted 
to summarize current problems that 
will generally arise. 


Labor Costs 


You can recover your full labor 
costs properly concerned with the 
contract. You have the obligation 
of making the complete segregation 
of employees to the contract and 
then proving that your figures are 
correct. That will be easy if you 
maintain a fully controlled job order 
system, but not so easy if your 
records are not detailed, or on a 
standard cost basis. Both may be 
regarded as estimates that require a 
lot of analysis on your part to prove 
your claim. Some other notes on 
labor accounting might be made: 


The agencies have no right to 
pay you for dismissal or sever- 
ance pay. It will take legislation 
to effect a recovery for you. 

Inaccurate accounting of indirect 
labor actually used completely in 
contract work is your fault. If you 
want a full and direct recovery of 
such costs as employee training, 
technicians normally spread over 
whole operation, executives directly 
used on the single contract, or any 
other costs sometimes included in 
overhead, you’ve got to get your 
records in shape to prove their 
absorption on the contract. 

Present auditing of contracts 
apparently precludes allowances 
for employees’ welfare or enter- 
tainment expenses. The parties you 
give when you feel like celebrat- 
ing. What about medical costs, 
hot lunches, or similar welfare 
expedients. Demonstration of the 
fact that these devices were a real 
aid to production, diminished 
turnover or reduced absenteeism 
will eventually secure the allow- 
ance in negotiation. In this you 
might be asked to use pre-war 
ratios of cost. 

Excessive compensations, par- 
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ticularly to officers and particular- 
ly where the increases came after 
June 1940, will cause some trouble. 
That is also true of unusual incen- 
tive bonuses to shop employees, 
no mattter how they are dressed 
up. The same problem is also be- 
ing had with income tax examina- 
tions. Weare now going through 
a period of determining whether 
management can ever pay unusual 
bonuses that bring emplovees 
scales way above prevailing wage 
rates. I might also refer you on 
this point, to the requirements of 
the Salary Stabilization Act. It 
completely governs all you may 
do and not do. But it would not 
necessarily govern contract agen- 
cies in their allowances. 
Extraordinary expenses in strikes 
or lock-outs are not to be burdened 
on the government. You or your 
insurance company bear those. 


Materials 


You are’ entitled to the full re- 
covery for your cost of materials, 
regardless as to whether they came 
from your own supplies or from 
definite purchases tied down to the 
contract by specific orders. The 
former will require proof by well 
controlled stores or inventory sys- 
tem. The latter is checked fully to 
purchase orders using the contract 
number, to vendors invoices, receiv- 
ing records and payment. Assuming 
you can clear these hurdles, other 
difficulties with materials charged 
to the cost might arise from— 


Purchases in excess of the quan- 
titative requirements of the con- 
tract. Government auditors take 
the position that they will not pay 
for managerial mistakes in pur- 
chases ahead of the contracting 
officers definite monthly program. 
On the other hand, I am assured 
that this rule is reasonably en- 
forced, particularly if we can bring 
in proof that excessive counts at 
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inventory time are due to an effort 
to protect the government or 
to excessive deliveries normally 
countenanced in the trade. 

Purchases in excess of WPB re- 
strictions, or possibly in excess of 
OPA prices. You obviously move 
there at your own risk. I might 
add too, that you may have a tax 
problem in getting the deduction 
if the Army disallows the expense. 

Undelivered materials cannot be 
charged to the contract, even if 
the failure to get them is not due 
to your negligence. Destruction 
or damage in transit are a problem 
you must settle with the supplier 
—not the Army. 

Inventory losses, usually had in 
consumer materials which become 
unsaleable because of wartime re- 
strictions are not a proper charge 
to any contract. 

Excessive use of materials, par- 
ticularly if due to managerial prob- 
lems can hardly be charged to the 
government. There might be ex- 
ceptions when you can prove that 
spoilage, rejections or other losses 
are not due to your negligence, 
but to the wartime demands for 
abnormally rapid production. Or 
you may fairly urge, when your 
facts will permit it, that excep- 
tional material costs were due to 
unfamiliarity with the work, the 
complexity of the job, change of 
designs, changes in production 
methods or other non-recurring 
costs sometimes found in starting 
up a contract. 

The government assumes that 
you will discount every bill. On 
that basis, they will always reduce 
your materials and supplies cost 
for every discount, regardless as 
to what you have done about it. 
In practice the auditors examine 
every invoice to find a total of de- 
ductions. The theory behind the 
operation is that you may always 
secure funds from the government 
to discount and that failure to take 
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the accommodation is your own 
fault. 

Material may be diverted from 
one contract to another and thus 
not charged against the contract 
when the contractor finds that it 
can be used somewhere else. In 
that operation, however, it is essen- 
tial to make certain that an excess 
quantity of material is not trans- 
ferred to some other contract. 
That might get you into a dis- 
allowance for excess material by 
the government in the event the 
second contract is terminated. In 
these transfers it is always wise to 
secure consent of the contracting 
officers. 

In transferring materials be- 
tween contracts, no costs can be 
added to the new contract unless 
it is a fact that extra expense has 
been sustained. The mere trans- 
fer of materials is not conclusive 
evidence that real costs have been 
incurred. 


Plant and General Overhead 
Your costs fairly include the proper 
share of all overhead in your plant 
and general offices. But there are 
a lot of special rules that will de- 
termine the admissible factor. 
First you ought to note that a 
quantity of costs are simply not 
allowed either as direct or allocated 
items. They concern themselves 
with— 
Entertainment 
Dues and memberships other 
than those in regular trade asso- 
ciations 
Losses on sales or exchanges or 
from investments in capital assets 
Fines and penalties 
Provisions or reserves for con- 
tingencies 
Such taxes as income, excess 
profits, declared value excess prof- 
its, transfer taxes 
Premiums for life insurance for 
the benefit of officers 
Legal and accounting fees in- 
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curred in reorganizations, patent 
infringements, anti-trust litigation 
prosecution of claims of any kind 
(including income tax matters) 
against the United States, etc. 
Some other problems will enter 

the question of the amount of over- 
head that can be allocated. These 
may require adjustment of your nor- 
mal process. For example, as in 
direct costs the Government is like- 
ly to question increased compensa- 
tions, particularly where there have 
been changes since June 1940, where 
royalties are paid to officers and 
employees, and where unusual bonuses 
are paid. 

As a general rule, commercial sell- 
ing expense, collection costs and bad 
debt losses are not chargeable to 
the Government contract in any 
manner. They should be borne by 
your commercial business. That 
would also be true of direct charges 
of any kind for commissions, bonuses 
or premiums to get a Government 
contract. They cannot be allowed. 
What then do you do with your 
selling expense? The process might 
be this: 

1. Go through it carefully to find 
what is directly chargeable to the 
Government work in sales engi- 
neering, production contracts, ex- 
pediting activities. Put that in 
your direct costs due by the Gov- 
ernment to you. 

' 2. See what part you can also 
claim as allowable as advertising. 
That conceivably might cover a 
great deal more than newspaper 
or magazine space. That subject 
is later discussed in more detail. 

The rest is due to commercial ac- 
tivities or your samples and must 
be wholly absorbed by it. 

You do not have that problem 
with your plant overhead or your 
administrative expense. There you 
merely eliminate the excluded costs. 
Your problem is then one of alloca- 
tion between contract business and 
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other activities. Here the appor- 
tionment would follow good prac- 
tice. Any reliable accountant and a 
lot of authoritative textbooks will 
help you distinguish between good 
and bad practice. 

The ordinary method you have 
for distributing expenses in your 
house may not be correct for Gov- 
ernment contract work. You may 
get more or less charged to the con- 
tract depending on the methods 
used. In your own interests it is 
highly essential that you build up 
detailed statistics which would per- 
mit you to prove that the allocation 
process is exactly right in your case. 
If that happens to differ from the 
way you handled the matter before, 
and even if it secures a larger cost, 
it can well be the subject of your 
claims. 


Depreciation and Losses 

on Facilities 

Depreciation allowances are prob- 
ably more liberal than those per- 
mitted for the income tax. That 
seems to be due to: 

Accelerated depreciation is al- 
lowed when due to: overtime use; 
lack of adequate repairs due to 
wartime conditions; overloading 
of machinery; operation by inex- 
perienced personnel; adoption of 
the equipment to inferior mate- 
rials, or use of it for purposes 
other than where it was intended 

all these bring a right to get 
increased amortization on statis- 
tical proof of the facts. 

The technical requirements for 
write-offs interposed by the Treas- 
ury (proof of basis and inability 
to correct for prior errors) is not 
asserted here. You get the full 
normal allowance on your actual 
cost until the asset is fully depre- 
ciated. 

On the other hand, there may be 
cases where your depreciation will 
be less than the Treasury allowance 
—for example: you cannot depre- 
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ciate equipment that is idle and not 
used in the contract performance. 
Apparently that point is not brought 
up unless there is an excess of stand- 
by facilities that cannot possibly be 
used. 

What about amortization, obso- 
lescence, and loss of useful value? 
The present practice is that they 
are fully allowed to the extent usual- 
ly permitted for Federal income tax 
purposes, provided they are proper- 
ly allocated to the contract: Where 
the contractor has claimed reim- 
bursement for all or part of the ma- 
chinery, the title to the facility must 
be transferred to the Government, 
unless it chooses to take some other 
way to protect its interest. When 
the amount exceeds $10,000 for par- 
ticular facilities, special reports are 
required they will be called for by 
the auditors. 

Where you have had an expense 
like a capital addition or a large 
repair on the assumption that an 
entire contract would compensate 
for it, it will be obvious that ter- 
mination may not recover your full 
costs. If you have really made a 
disbursement awaiting your full profit 
to recover your investment, and you 
do not get it back under the pre- 
ceding rules, that ought to be dis- 
cussed with the contracting officers 
to see what extra allowances you 
can secure. 

Some pre-program engineering 
and special tooling might be termed 
capital assets by you. These are 
fully recognized as admissible costs 
to the extent that they are properly 
allocable to the contract. Some- 
times they are charged to overhead 
and not separated to specific con- 
tracts. Whether it is wise in your 
case to make a direct allocation, in 
order to get full reimbursement, will 
depend upon the amount of the spe- 
cial expense. In many cases it is 
essential to make the change in your 
ordinary practices in order to get 
fully reimbursed. 


1944 


Special Expenses for the 

Contract 

Apart from labor, material and 
ordinary overhead, you may have 
had special costs directly under- 
taken under your contract. 

One of them might be special 
leases taken over for one or more 
contracts. All costs of rental, al- 
teration, restoration (if provided 
by the lease) less the salvage se- 
cured by your prompt settling it, 
are allowed. 

Another might be starting-load 
costs. That might cover costs of 
engineering, development, special 
tooling, training expenses, factory 
rearrangement, special facilities, 
and so many other expenses that 
arise at the beginning or during 
a contract when there are changes 
in design or methods of produc- 
tion. Regulations suggest that 
these costs ought to be prorated 
over the life of the contract. If 
you do that, it may severely alter 
the method in which you make 
your claim—that is whether you 
use the inventory or full cost 
basis. 

Another is your post termina- 
tion expenses. You want to be 
certain that these cover all of 
your settlement costs including 
everything necessary to get pay- 
ment from the Government. That 
means the expenditures for pro- 
duction, removal, storage, sale and 
disposal of the property, account- 
ing, legal and other expenses that 
will naturally follow the discon- 
tinuance of the contract, the clos- 
ings with your subcontractors and 
the labors you will have in ter- 
mination. Sometimes you are going 
to have expenses following the 
submission of your claim. If that 
occurs, it is permissible to esti- 
mate the amount. If it is done, 
it is necessary that the estimated 
items be clearly labelled so that 
they can be distinguished in nego- 
tiation. 
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3ut not included are your costs 
of converting your plant back to 
its normal operations. Here the 
Army takes the position that costs 
of reconversion relate to future 
peace time production rather than 
to the war time production that 
preceded the reconversion. You 
are allowed only the cost of con- 
verting facilities to war produc- 
tion. In the absence of new leg- 
islation, you cannot get a claimed 
restoration to peace time require- 
ments even if you could guess 
what they are going to be. 


Accounting for Other Costs 


Contract accounting has a num- 
ber of distinctions from acceptable 
commercial practices. All of them 
are a matter of law or regulation. 
They may give us a wide discrep- 
ancy between income tax recording 
and the basis for payment under a 
specific government order. For ex- 
ample: 

Your losses under one contract 
are never permitted to be ab- 
sorbed by another. Each stands 
on its own feet. 


Your failure to terminate quick- 
ly, or to require your subcontrac- 
tors to terminate quickly, gives 
you costs that you alone must 
bear. They may be mitigated 
only if you can prove that you 
were not negligent or make spe- 
cific arrangements with the con- 
tracting officers. 


Where settlements have been 
made in renegotiation allowing a 
particular cost, they are not again 
permitted to get into the termina- 
tion settlement. That may not 
always be true if your contract 
now being settled was not fully in 
the basis for renegotiation. As 
you study this part of the new 
principles, recognize that your re- 
negotiation is an over-all basis 
while contract termination is for 
each contract. The new rule is 
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obviously intended to avoid a du- 
plicate allowance to you for any 
cost. If that is not had, you ought 
to present your problem to the 
auditors. 

Patent royalties are always con- 
fined to the amount found by gov- 
ernment agencies to be a fair al- 
lowance—no matter who the con- 
tracting parties may be. 

Interest charges are allowable 
if “on borrowings.” In practice 
the government auditors are ap- 
parently confining that to interest 
on debts with a maturity of less than 
one year. That definition seems 
too confined to one acccustomed 
to seeing the same term used 
again and again in income tax 
matters. Auditors also exclude 
financing charges, bond discount 
and amortization of initial issuing 
expenses. You have got to go 
along with the regulation until it 
is altered. In the meantime, if 
you have expenses or write-offs 
concerned with funds actually used 
in contract work present your 
problem to the auditors. I pre- 
sume that eventually we will get a 
definition that will eliminate only 
costs of overextended debt that 
ought not fairly to be charged to 
the government. In the mean- 
time, there is one charge that no 
one ought to argue about—the 
elimination of internal interest or 
interest on invested capital so 
often charged to costs. That cer- 
tainly is not a real cost and should 
come out of your figures. 

Advertising expenses are al- 
lowed subject to this rule—the 
amount you can include is the 
greater of the same percentage of 
sales, or the dollar disbursement 
you had in pre-war years. Ex- 
cesses must be reviewed in the 
light of any special conditions 
that exist in your case. The rule, 
therefore, is materially different 
than Treasury handling for taxes. 
There you may have any reason- 


March 





ple 
cal 
no 
the 
pre 
if 1 
an 
vai 


is 
per 
tor 
tha 
as: 


 —— 0 © 


tlec 





Termination Procedures in the New York Ordnance District 


able disbursement a prudent indi- 
vidual would adopt to insure the 
post-war safety of his business, 
as well as any costs to currently 
dispose of product. 

Experiment and research ex- 
penses, even those not tied up 
definitely to this contract or the 
war program, get a deduction, 
just as in the case of advertising. 
The same rules apply—you use 
your pre-war practices to give 
you a ratio of sales that are de- 
ducted or you can use the dollar 
disbursement of pre-war years if 
that is greater. If the expenses 
are all tied into the war program, 
then all of the cost is allowed. 
That sort of expense, of course, 
would have to be allocated to all 
war contracts. 


What Profit Are You Entitled To? 


Profit is allowed only on the com- 
pleted portion of the contract. You 
can get nothing for work that has 
not been done. On the other hand, 
there is recognition of the estimated 
profit that would have been realized 
if the contract had been completed, 
and if labor and material costs pre- 
vailing at date of termination had 
remained in effect. Generally profit 
is determined by negotiation. That 
permits you to urge on the negotia- 
tor the profit deemed fair. In doing 
that, you can stress such elements 
as :— 

The difficulty with what has 
been done and what remained to 
be done before termination 

The particular engineering work, 

. scheduling, technical and other 
work requiring a high degree of 
skill that has been used 

The intelligent supervision ap- 
plied to the sub-contracting 

The type of costs already in- 
curred and those which are to 
come 
Except in the very few cases set- 

tled under the formula, the determi- 
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nation of profit is made under this 
routine— 

1. The auditor who examines 
the claim attempts to find your 
usual rate of profit, based on your 
own history. He makes his rec- 
ommendations and also submits 
your claim for profit 

2. If the auditors suggestions 
are not acceptable to you, the 
problem goes into negotiation, 
and you attempt there to arrive at 
a price, based upon your own rec- 
ord of profits and performance on 
this contract. 

Prior experiences in renegotiation 
as contrasted to termination are not 
very enlightening since that covers 
all your business. Here profit de- 
termination is confined to particular 
contracts. 

The rate of profit shown on the 
original proposals you made may be 
important. That invariably is 
checked, but it is not always the 
basis for settlement. The findings 
in the audit are infinitely more im- 
portant. 

Where negotiation fails, and con- 
tracts are settled under the special 
formula (6% on your own costs 
plus 2% on raw material), the proc- 
ess is highly technical. Three cop- 
ies of every original document sub- 
stantidting the claim must be filed 
just as in cost-plus-fixed-fee con- 
tracts. In general, these are re- 
viewed by the general accounting 
office and are subject to the prob- 
lems found there. 

It is not a fact that the formula 
(6% on cost and 2% on material) 
is a ceiling. There is none in this 
district. The whole problem is set- 
tled in the negotiations. 


How Does the Government Audit 
Your Claim 


A staff of highly skilled auditors 
has been set up under the fiscal 
branch. They are charged with 
making an examination of the claim 
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you have submitted. Just what they 
will do may depend on the prior ex- 
perience with your organization. 
Often that has given them an eval- 
uation of your system of internal 
checks and your accounting proc- 
esses. In the light of this, or the 
exact nature of your claim, the audit 
section determines whether the ex- 
amination shall be an office audit, 
or a more detailed examination. 


What is an Office Audit? 


In this sort of an examination, the 
review covers all your papers to 
determine, for each item, that it is— 

Proper in accordance with the 
peculiar definition of costs that I 
have already reviewed 

Reasonable in amount in rela- 
tion to other items in the state- 
ment 

Reasonable in amount in rela- 
tion to the stage of completion 

Reasonable in its statement of 
the quantities of material and 
work in process on hand, in rela- 
tion to the quantitative require- 
ments of the uncompleted portion 
of the contract 

Properly determining each rate 
of overhead, if overhead is in- 
cluded 

And finally that the statement has 
been prepared in accordance with 
recognized accounting practices. 


What happens if an office audit is 
not deemed desirable? 

That, of course, is solely the Gov- 
ernment’s prerogative. 

In these cases the nature of any con- 
tinued examination is determined 
by— 

The amount and complexity of 
the proposed settlement 

The conclusions of the account- 
ants as a result of the office review 

The available reports of inde- 
pendent public accountants 
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The information available from 
War Department personnel hav- 
ing contacts with the operations 

The status of renegotiation or 
termination proceedings 


The result of this review, together 
with other experiences that might 
be had at the office of the contrac- 
tor, will indicate whether there is to 
be what in auditing parlance is 
known either as a _ selective test 
check dudit, or a 100% detailed 
audit. The auditors will then move 
into your plant under a program in 
which: 


1. Detailed checking will be 
kept ata minimum. Reliance will 
be placed upon the system of in- 
ternal control, as far as is practic- 
able. Major emphasis is placed 
on establishing the reliability of 
the bases of the individual ele- 
ments of cost. All possible detail 
is avoided if sound principles are 
found to have guided the whole 
costing process 


2. The costs incurred near the 
date of termination or when ter- 
mination might reasonably have 
been expected, are given special 
attention. 


3. Considerable attention is fo- 
cused upon the accuracy of the 
distribution of the transactions as 
between the contract and other 
work. 

4. But all activities depend 
upon the day-to-day findings of 
the auditor. Where his checks 
disclose errors or irregularities— 
the scope of the audit is fully ex- 
tended to protect the interests of 
the Government. 


When it has been determined that 
a given portion of the transactions 
or a phase of the operations will be 
subjected to detailed examination, 
the instructions require that the 
audit follow normal public practices 
in insuring a full examination. 
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How Can You Aid the Auditors? 

The speed with which termina- 
tion is to be accomplished is in a 
large measure dependent upon how 
fast you make records available for 
audit. When you insist upon post- 
ponement of the audit, the Govern- 
ment may require letters showing 
the reason, in order that it may later 
point out that the delay is not its 
fault. Auditors, having started, are 
required to maintain reasonable 
speed in concluding their activities. 

Some generalizations can be made 
as to the type of material that should 
be on hand when the auditors visit. 
Certainly it should include the fol- 
lowing : 

1. All of your books, records 
and supporting data 

2. Cost estimates used in connec- 
tion with original bid 

3. Engineering or other estimates 
of cost 

4+. Statistical computations of 
cost 

5. Internal reports of profits 
and loss covering both past and 
current operations 

6. Reports of independent pub- 
lic accountants when they are 
available 

7. Reports to the Office of 
Price Administration 

8. Federal income tax returns 

9. Minutes of conferences with 
Price Adjustment Boards 

10. Data prepared by cost analy- 
sis sections of any War Depart- 
ment agency, the Navy Depart- 
ment, or Maritime Commission 


In addition, New York Govern- 
ment auditors specifically ask for 
the following: 

1. Inventories. The instructions 
previously listed and the full in- 
ventory showing physical loca- 
tion, price extensions, evidence of 
material in the hands of con- 
signees, etc. 
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2. Work in Process. Audit here 
is naturally controlled by the sys- 
tem used. But generally there 
would be examined the unit cost 
data, the controlling accounts that 
give the basis for the costs, and 
any statistics which will deter- 
mine whether the figures used 
may be acceptable as reliable. 


3. Direct Material. Generally the 
auditors insist upon examining 
original purchase orders or copies, 
purchase invoices (it will be of 
tremendous aid if these carry pur- 
chase order numbers and contract 
number), receiving tickets or re- 
ports and the cancelled checks 
used in the payment. 


4. Direct Labor. The auditors 
will generally ask for daily shop 
tickets, attendance clock records, 
work order summaries, cancelled 
checks or signed receipts, social 
security and unemployment in- 
surance records, and employee 
historical rate cards. They will 
also review the general trend and 
fluctuations of the account so as 
to determine how much of an ad- 
ditional check should be made. 
Where receipts are not available, 
floor tests may be made to make 
certain that the employee is actu- 
ally on the job. 


5. Tools, Dies, Gages, etc. Ex- 
amination of these items follows 
the procedure used in connection 
with material purchases. It is 
extremely useful to have reliable 
inventory records showing the 
expendable tools. The auditors 
will also look for the instructions 
of the termination specialists as 
to what disposition is to be made 
of any materials that remain on 
hand. 


6. General Expense. Here the 
auditors normally look to the sys- 
tem of internal control and to a 
thorough examination of the gen- 
eral ledger, control ledger, finan- 
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cial reports and the statistical 
material collected by the normal 
accounting system. 


Audit Experiences . 

Here are some interesting notes 
that may save you a lot of time in 
your contact with the auditors. 

1. The termination examination 
is a serious job, capably conducted 
by experienced auditors. You must 
assume that they will examine 
thoroughly all records that will 
be of any use to them. You natu- 
rally prejudice your claim if it is 
not so constructed as to aid their 
work or if it contains unreliable 
allocations of any type. 

2. Auditors are definitely told 
not to examine mere estimates. 
They can deal only with facts. If 
estimates arise, they are invari- 
ably rejected as conclusive evi- 
dence and referred to the nego- 
tiators. 

3. It is entirely permissible for 
auditors to acquaint contractors 
with their findings before they 
leave an examination. They are 
required to prepare a_ schedule 
showing the difference between 
their findings and the claims of 
the contractors. That may be re- 
viewed by you before the auditors 
leave your office. 

4. In the event that there are 
difficulties with particular audi- 
tors, conferences can be readily 
arranged with the chief auditor of 
the fiscal branch for review of 
problems arising in the field. 

5. Problems in distribution of 
overhead to products or contracts 
can readily be ironed out by ref- 
erence to the standard accounting 
manuals or especially prepared 
pamphlets issued by the Govern- 
ment. They explain the methods 
by which allocation is usually ac- 
complished. Any sound practice 
is satisfactory to the termination 
group. Despite that, much diffi- 
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culty seems to arise because of 
the inability on the part of the 
contractors to furnish the audi- 
tors detailed apportionment sched- 
ules. That problem arises princi- 
pally in connection with plant 
burden. So far as administrative 
expenses are concerned, the Govy- 
ernment usually approves any 
method of distribution on gross or 
net sales, or on cost of goods 
manufactured. 


6. Some problems in work in 
process can readily be ironed out if 
there is sufficient proof furnished 
to the auditors showing the per- 
centage of completion of the work. 
Strong evidence of this nature 
goes a long way in atoning for 
missing details. 


7. Considerable delay is encoun- 
tered in examining claims because 
records that will prove your case 
are returned to files or destroyed. 
To speed terminations, it is essen- 
tial to hold all material intact 
until your claim has been proc- 
essed for payment by the Govern- 
ment. 


Special Note for C.P.A.’s 


Certified Public Accountants, and 
particularly members of the Amer- 
ican Institute of Accountants, en- 
gaged in assisting Contractors will 
particularly want to refer to the just 
issued Institute Statement on Au- 
diting Procedure, No. 20. It is already 
true that a good deal of difficulty 
has arisen as between accountants 
and termination officials because the 
scope of the audits has not met the 
requirements of the Government. If 
the client is to be well served, it is 
essential that the procedure to be 
used be approved by the contracting 
officer unless your own prior expe- 
rience in similar cases has indicated 
that your report will be of real serv- 
ice. On occasions, that contact may 
avoid much detailed auditing, particu- 
larly if the government is already satis- 


March 





fied » 
terna 
In 
in G 
the | 
coun 
prop 
ment 
opini 
ant < 
the ¢ 
the € 
pend 
proo: 
sume 
Ou 
suge' 
in te 
close 
of tl 
with 
overl 
tion 
deem 
tice, ; 
helpf 
IS a | 
Bulle 
ously 
have 
profe: 
game 
Accot 
new | 
In ad 
so int 
impar 
to m: 
servic 
indus: 
report 
accou 
and fi 
ter, w 
minin 
spite 
compl 
that s 
syster 


Apr 
betwe 


1944 


we 


—— ee 





Termination Procedures in the New York Ordnance District 


fied with the contractor’s system of: in- 
ternal controls. 

In general, the audit procedures 
in Government manuals conform to 
the practices established by the ac- 
counting profession. As a general 
proposition, therefore, the Govern- 
ment ought to accept the report and 
opinion of the independent account- 
ant as supporting the reliability of 
the data, provided it is assured that 
the examination is completely inde- 
pendent and objective. Lacking that 
proof, the audit reports are not as- 
sumed to be conclusive. 

Our Institute Committees have 
suggested that accountants reports 
in termination activities fully dis- 
close the exact nature of the scope 
of the audit, the prior experience 
with the contractor, the basis of 
overhead allocation, the full descrip- 
tion of the accounting practices 
deemed unsupported by good prac- 
tice, and any other facts that will be 
helpful to the Government. There 
is a good deal of other material in 
Bulletin 20 that ought to be seri- 
ously studied by accountants. They 
have an important obligation to the 
profession to know the rules of the 
game expressed in the Termination 
Accounting Manual, PR 15, and the 
new Uniform Termination Articles. 
In addition, public accountants must 
so intelligently, proficiently, and yet 
impartially complete their work as 
to make our participation of real 
service to our Government and to 
industry. To the former we owe a 
report rendering crystal clear the 
accounting implication of the facts 
and figures presented. To the lat- 
ter, we have the obligation of deter- 
mining the recoverable full cost de- 
spite the occasional absurdities of 
complex costing, or the inaccuracies 
that so often adhere to incomplete 
systems. 


Conclusion 


Apparently there is a wide margin 
between claims made and amounts 
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thus far secured in audit and nego- 
tiation. That considerable loss to 
some contractors may be extremely 
critical in a period in which they 
will need all of their resources to 
reconvert to peacetime production 
and to maintain a high level of em- 
ployment. Let me see if I can sum- 
marize the reasons for the delay and 
failure to get satisfactory adjust- 
ments... 


Some Delays Are Due to 
Failure to Organize 
Before Termination 
The problem here is to make cer- 
tain that you are ready for termina- 
tion when it comes. It necessi- 
tates— 
Knowing who in the contracting 
office will settle your claims 
Determining that your records 
are satisfactory to the Govern- 
ment 
Getting your own people thor- 
oughly acquainted with how the 
claims function 
Giving specific instructions as 
to what they must do 
Organizing to handle the ac- 
counting with the subcontractors 
Analyzing your inventories as 
you go. along to make sure that 
they are not excessive under the 
requirements of your contract 
(You carry any excess at your 
own risk) 
Maintaining summaries of Gov- 
ernment owned equipment 


Some Part is Due to 
Failure to Move 
Ouickly on Termination 
That means that you want to be 
ready quickly to— 
Stop work 
Notify subcontractors 
Summarize your costs 
Make physical inventories 
Determine how you will protect 
the Government inventory 
Make disposition of the Gov- 
ernment property 
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Some Part is Due to 

Sloppy Bookkeeping 
That involves— 

Deficiencies in accounting meth- 
ods 

Poorly organized systems of in- 
ternal control 

Inability to tie up material pur- 
chased with contract numbers, or 

Inability to show the costs di- 
rectly concerned with the eontracts 
in a definitive manner 
The Government agencies seek 

clear statements and evidence that 
can be checked. Doubts and am- 
biguities must be resolved against 
the contractor. The cost system be- 
comes a precision instrument for 
gathering, classifying and present- 
ing this evidence. Cost accounting 
becomes more than mere historical 
records; it is determinant of gain or 
loss to the contractor. The con- 
tracting officers can pay you no 
more than the amount adequately 
supported by the records. That 
leaves you directly with the obliga- 
tion to do this— 

Satisfy yourself that the claim 
and full inventory records will be 
readily acceptable to the Govern- 
ment auditors. 

Failing in that, make arrange- 
ments for an alteration of your 
method of costing. In that you 
might well think about checking 
with the termination specialists to 
find out how much of an altera- 
tion is necessary to satisfy their 
requirements. 


Experience with the auditors sug- 
gests that there has been an unnec- 
essary quantity of padding claims 
with the hope that better settlements 
could be accomplished in negotia- 
tion. That procedure seems to have 
the reverse effect. It is doing the 
contractor considerable damage in 
his contact with the auditors and 
negotiators. Moreover, it hurts all 
of industry’s present day pleas for 
legislation that will secure manda- 
tory payments of a substantial por- 
tion of the amounts claimed, as soon 
as the claim is filed. Obviously we 
cannot hope for speed in settlements 
if frivolous figures enter the claim. 
You've got to assume that each 
claim is thoroughly examined by 
highly capable auditors, who have 
gone through the process of review- 
ing a very considerable number of 
the same character of statements. 
They are thoroughly acquainted 
with the’ tactics of contractors who 
assume that it is better to make ex- 
cessive demands and then to settle 
the whole list in negotiation. All 
estimates and costs not directly tied 
into a specific contract are elimi- 
nated by the auditors and are not 
a basis for the negotiation. That 
concerns itself with the problem of 
profit after the auditors have fully 
determined the actual costs. 


If you have special problems of 
cost or losses, past or future, that de- 
serve consideration—label them for 
negotiator’s attention. That may 
influence the profit allowed. 
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Some Points Regarding Numbers as 
They Are Expressed in Writing 


By Henry B. FERNALD, C.P.A. 


Foreword 


HIS discussion of “Some Points 

Regarding Numbers as They 
Are Expressed in Writing’’ resulted 
from my mention in a casual con- 
versation that a transposition of 
figures gives a difference divisible 
by 9, and that the resulting figures 
will indicate the difference between 
the figures which are transposed. 
This brought inquiry as to why this 
should be so. The explanation that 
it was because of our decimal sys- 
tem of writing numbers and not be- 
cause of any charactgristics of the 
numbers themselves, led to further 


discussion. This, in a somewhat 
rambling manner with questions 


and answers, related particularly to 
the distinction between the num- 
bers themselves and our expression 
of them in writing. Reference was 
made to the difference between our 
own methods of expressing num- 
bers and the methods which were 
used by the Romans and by the 
Greeks, although the numbers them- 
selves and their inter-relations are 
the same today as they were in the 
days of the Greeks and Romans. 
Mention was also made of some 
further peculiarities as to 9’s as 
we use the figures in the Arabic 
decimal system. 

Since I could cite no book which 
would present these points just as 


‘I had been talking about them, I 


was asked to write out what I had 
been saying. What I have written 
is somewhat rambling, as was the 
conversation from which it arose. 
It is not a consistent and logical 
presentation of any single subject, 
and so I have entitled it “Some 
Points regarding Numbers as they 
are Expressed in Writing”. 
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Some who read it will find it con- 
tains nothing they do not already 
know. Some may find ideas here 
expressed differently from the way 
they ordinarily think of them. Ac- 
countants at least can think, as they 
read it, that if the Arabs had not 
brought to Europe their system of 
writing numbers, we would not 
have our modern system of account- 
ing, unless in some other way 
we had obtained or discovered the 
decimal system of notation. 

I trust that those who may take 
the time to read what I have written 
in this random manner will find 
enough of interest in it to repay 
them. 


I. THE WRITING OF 
NUMBERS 


It is important to recognize the 
distinction between numbers them- 
selves and the writing which is used 
to represent the numbers. 

There is nothing in the words 
“two” and “three” and “five” which 
gives the relationship between them 
indicated when we say “two plus 
three are five.” That is a statement 
of a relationship between the numbers 
themselves which the words are 
used to represent. The statement 
that “two plus three are five” is true 
only because of the fact that the 
number we call two and the number 
we call three added together make the 
number we call five. The German 
says “Zwei und drei sind funf” and 
the Spaniard says “Dos mas tres 
son cinco”. When the German uses 
the word “zwei” and the Spaniard 
uses the word “dos”, they each 
mean the same number which we 
call “two”. Similarly, when they 
use the words “drei” and “tres” for 
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the number we call “three” and 
“funf” and “cinco” for the number 
we call “five”. 

If we count dots we see the rela- 
tionship more easily. 

two three five 

We also see this easily on the 
fingers if we count two fingers, then 
count three other fingers, and then 
count them all together to find that 
the two fingers and the three fingers 
make five fingers. 

Probably the earliest way people 
counted was on the fingers. In 
some languages the word for “five’’ 
is the same as the word for “hand”. 


When people wanted to write 
numbers, the simplest way was to 
make a mark for each unit, as— 

1 for one 
11 “ two 
111 “ three 
1111 “ four 
11111 “ five 

This plan was used, and is still 
used, by people who had never 
learned to write words but could 
make a mark 1 for each thing they 
counted. When they got to 11111 
it was not easy to see as quickly 
from the marks as it was on a hand 
just how many were represented. 
So someone got the idea of not 
making a fifth mark as for the 
others but to make it a mark across 
the others; either 


iT or HH or IN 


This can also be shown as a 
under or above the others; as 


line 


Then such a group was easily recog- 
nized as five, and the marks could 
again be made up-and-down until 


another 


was counted. (This is the “tally” 
system which is still used in record- 
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UI or 


ing a count such as that of election 
ballots.) In this way the total could 
be more readily seen than if the 
marks were all the same. We more 
readily recognize four groups oi five 
marks each— 


Let Ler let Ut 


than we could 


marks. 


twenty separate 


Some found it was easier to see 
the total if each second five was 
marked differently so as to make 
the marks fall into groups of ten— 


TH. UT LH 


This system was not bad fer the 
smaller numbers but it was not easy 
to recognize a number over twenty 
which was so written. 


The Romans had brought in some 
new features. They started out 
with the marks I; II; III; and 
[1I1; but then used V for five: and 
VI for six, followed by VII, VIII 
and VIIII; then X for ten, XI, XI, 
XIII, XIIII, XV, XVI, etc., XX 
for twenty, XXX for thirty, XXXX 
for forty, but L for fifty, C for one 
hundred, D for five hundred and M 
for one thousand. Thus, they would 
not have more than four of the same 
characters to count. They found 
they could still further reduce the 
number of characters to be counted 
by writing a smaller character be- 
fore a larger one to indicate a num- 
ber which was less than the larger 
character indicated. So, instead of 
IIII they wrote IV (one less than 
five); instead of VIIII they wrote 
IX; instead of XVIIII they wrote 
XIX; instead of XXXX they wrote 
XL; ete. 


This served to record numbers 
but the numbers thus written were 
not easy to add, subtract, multiply 
or divide. It was not so difficult to 
add 

G xX VI 
GS > 4 II 
CC” 3a VRE 
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It was rather hard to add— 


D CoC IX 
CGC XX IV 
DECECE » Ce, TLV 
M CREX: Til 


Of course, it was hard to multiply 
and divide. You could learn that— 


XxIw-—xX 
X x II — XX 
XxV—L 
XxX—cC 
XxL—D 
XxX xC—M 


sut this gave no easy multiplication 
table to learn or use. Actually the 
Romans used counters or pebbles 
for calculating. 

The Greeks had tried using letters 
for numerals. They used a for 1, 
b for 2, and continued through the 
alphabet using i for 10, ia for 11, 
k for 20, ka for 21, etc. This was 
to some extent a decimal system but 
it did not become a full decimal sys- 
tem because they had no concep- 
tion of using a zero symbol. It was 
somewhat confusing and did not work 
out very well. It was not easy to 
add, subtract, multiply or divide. 

The Roman system of numerals 
was used in Europe for many years 
until some 500 years ago a system 
the Arabs used, which they seemed 
to have gotten from India, was found 
so much simpler. This used a sym- 
bol for each number up to 9 and 
also used a symbol for zero. These 
symbols were not written exactly as 
we now write ours, but those charac- 
ters were the basis for the figures 
we now use—O, 1, 2, 3, 4, 5, 6, 7, 
8,9. It was the use of the 0 as a 
symbol for nothing or the absence 
of a number which made this con- 
tinue—10, 11, 12, 13, 14, 15, 16, 17, 
18, 19, and so through 20, 30, and on 
through 100, 1000 or as far as anyone 
wished to carry it. 

A mere comparison of this with 
the tally system or with the Roman 
numerals shows how much simpler 
it was, but it took many years be- 
fore people generally could get the 
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concept of writing 10 to mean one 
ten and nothing more; 20 as two tens 
and nothing; 21 as two tens and one. 

Putting a figure in the next column 
to the left made it represent ten 
times as much. So the Arabs wrote 
the figure to represent the number 
of tens in it followed by the figure 
for the additional number of units 
(in excess of the tens it contained). 
So one ten was written 10; one more 
than ten was written 11; two more 
than ten was written 12; nine more 
than nine tens was written 99. 

Then, if the number represented 
ten tens (one hundred) or more, 
they wrote the figure to represent 
the number of hundreds in it, fol- 
lowed by the figure for the addi- 
tional tens and then followed by the 
figure for the additional units. So 
139 meant one hundred plus three 
tens plus nine. 

This we call a decimal system be- 
cause it expresses numbers divided 
into tens. 

This had the advantage that it 
could be followed along in this way 
for any number however large, be- 
cause a figure in any place or column 
always meant ten times as much as 
if it were in the next place or col- 
umn to the right. In this way we 
can indicate any number by having 
only the ten figures 0 to 9. 

This system also had the great 
advantage that it made it easy to 
add, subtract, multiply and divide. 

To add, we have to learn how 
much each number up to 9 makes 
when added to each other number 
up to 9.. Of course, we can count 
this up on our fingers if we want 
to, but this is rather a slow way to 
do. 

We can add 3 and 4 by counting 
3 fingers and turning them down 
as we count them; then counting 4 
more fingers and turning them down, 
and then counting all the fingers we 
have turned down. 

Similarly, we can add 6 and 7, 
but here we will use up all the fingers 
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of both hands and have to start back 
and count three fingers on the first 
hand over again. So we know we 
have ten and three more which is 13. 

This counting on the fingers is 
slow, and to do faster something 
which we are going to have to do 
all our lives, we want to remember 
what is the number which comes 
from adding any number up to nine 
to any other number up to nine. 

Then we have to remember that 
whenever we pass nine in our addi- 
tion, we have one which must go 
into the next column to the left; as 
when we counted thirteen on our 
fingers and had to write 13 (one ten 
plus three). 

If we add 6 and 7 we get 13 as the 
total (counting on our fingers if 
need be to prove this). 

If we are to add 16 and 27, we can 
first note that 16 = one ten and six, 
and that 27 = two tens and seven. 
Then we can add the 6 and the 7 
which are 13; that is one ten and 
three. So we can write the 3 as the 
number of units which the result 
contains in addition to the tens it 
contains; and the 1 additional ten 
(which resulted from adding 6 and 
7) is added to the 3 tens which were 
in the numbers we started with (1 
ten in16 and and 2 tens in 27) to 
give 4 tens in the result. So our 
total for 16 (one ten and six) plus 
27 (two tens and seven) is 43 (four 
tens and three). 

We can‘see this by the “tally” 
system. 


(6 = HATH! 
27-1 LITT | 
ASAIN HE I 


We can count the three groups 
of five tallies in the first line and 
put down three groups of five tallies 
in the total line; then count the five 
groups of five tallies in the second 
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line and put a similar five groups 


in the total line, following the three 
groups we already have written in; 
then we have the 1 from the first 
line and the 11 from the second line 
to write in at the end of the total 
line as 111. Then we can count our 
groups of five tallies each, but since 
each two groups of five make ten, 
we will count them by pairs, and 
find we have four tens and we see 
that there are three units more. 
3ut this amount of four tens and 
three units is much more easily 
written as 43 than it is expressed by 
the tallies. 

Also we find that when we have 
once learned how much each of the 
numbers up to nine makes when 
added to any other number up to 
nine, it is much easier and quicker 
to write the Arabic numbers in col- 
umns one under the other; add the 
figures in the units column and put 
down the number of units which 
result; and then add to the figures 
in the tens column any tens which 
result from adding the unit figures, 
thus getting our result. We might 
continue to show how much easier 
it is to subtract, multiply and divide 
by using the Arabic system, but one 
illustration will be enough. 


To get three times sixteen by the 


tally system, we would write six-. 


teen three times— 


(6 ~ TN LAT | 


16 = TEIN 
(6 = TNL | 


Then we would count the fives 
and put them down with the extra 
units— 


This we find gives four tens and 
eight or 48. 


TN LAT NY LH TN LH PN LT 
TN. II 
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It is much easier to learn that 
3x6—= 18and3x1 = 3 and write— 
16 
3 





18 
3 
48 
We write it more simply by learn- 
ing to carry the one ten which re- 
sults from 3°x 6 and add it in our 
heads to the three tens which result 
from 3 x 1 ten— 


16 
3 


48 


It is hardly necessary to show 
how much better this Arabic system 
is for subtracting and dividing than 
any other system of writing num- 
bers which’ has ever been in use. 

The principal point is that in 
writing numbers in this manner, we 
express the number according to the 
products of 10 which it contains 
plus the number of units less than 
ten. This was done in words long 
before the Arabic system of ex- 
pressing it in figures was developed. 
We had our words for thousand, for 
hundred, and for ten, long before 
we learned how to express them in 
a logical consistent numerical sys- 
tem. 

The important thing to remember 
is that the figures themselves are 
not the numbers but merely repre- 
sent the numbers which we _ use 
them to express, just as the word 
“horse” is used to mean the animal 
which we call a horse; or as a pic- 
ture of a horse merely represents 
As we use words to 
express or represent objects or ac- 
tions, so we use figures to express 
or represent numbers and we use 
certain signs such as +, —, x, +, 
etc. to express action with respect 
to numbers. 

We know that if we change a 
letter in a word we may change 
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completely the meaning of the 
word; as where we write HOUSE 
instead of HORSE. While there is 
only a slight difference in writing 
the words, the objects they repre- 
sent are entirely different. How- 
ever, when we change the word 
MAN to the word MEN, there is a 
definite relationship between the 
objects represented. In other cases 
we may have quite different words 
to represent similar objects as 
HORSE and COLT or MAN and 
BOY. 

So we cannot tell from the similar- 
ity or difference of words whether 
or not the objects they refer to are 
similar or different. We must simply 
know what object or idea each word 
refers to, then we can tell from the 
words used what are the objects or 
ideas they are intended to represent. 

THREE and THIRTEEN and 
THIRTY have a similarity and 
there is a similarity or relationship 
of the numbers they express. 
THIRTEEN is THREE and TEN. 
THIRTY is THREE TENS. There 
is no similarity in the words TWO 
and THREE and FIVE, but the 
number which we call FIVE is the 
number TWO plus the number 
THREE. Two things and three 
things are five things. This we can 
see from our fingers or from the 
tallies 

11 111 
Also, the number five can be divided 
up into the number two and the num- 
ber three, but the word FIVE cannot 
be divided up into the words TWO 
and THREE. 

However, the words TWENTY 
and THREE can be put together to 
make TWENTYTHREE, and, the 
number twentythree is the number 
twenty and the number three. 

The number twenty is two tens 
but we cannot divide the word 
TWENTY into the _words TWO 
and TEN. 

Similarly, with the figures, the 
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figure 2 and the figure 3 are not put 
together to make a a figure 5, but 
the numbers which 2 and 3 repre- 
sent will, if they are added together, 
always make the number 5. When 
we write the figures to represent the 
number which is the total of 20 and 
3 we write 23 because the figures 
written in that way can always be 
understood to mean that particular 
number. 

We have certain figures which 
we use to represent the numbers up 
to nine. We consider that these 
figures have the same relationships 
to one another which the numbers 
they represent have to each other. 
So we write, using certain symbols 
which take less space than words,— 

2+ 3 Ee a so 


5 — 6—-2=3 


wu 


II II 


As we know the relationships of 
the various numbers which the 
figures represent, we can then con- 
sider that the figures have the same 
relationships to one another as the 
numbers which they represent have 
to one another. 

Then when we get to the figures 
for the numbers above nine, we use 
the very same figures which we 
have used for numbers less than 
nine, except as we use 0, but we 
combine them in ways which have 
definite relationships to the num- 
bers which they are to represent. 


We learn that— 


Bx i= 2 eee re 
then it is easy to remember that— 
2 x10:==:20 2 x20 =n 


and that— 
2x 100 = 200 2 x 200 = 400 


Of course, we must remember the 
ways we have adopted for writing 
figures to represent the numbers. If 
we want to write the figures for the 
number which consists of two tens 
we write 20, but if we want to write 
the figures for the number which 
consists of two and of ten we write 
12; or, for two hundreds we write 


200, but for two and one hundred 
we write 102. 

3y following the rules which have 
been adopted for writing numbers in 
figures, we can write the figures so 
there will be no question as to the 
numbers which the figures represent. 

Then by following certain methods 
which have been developed, we can 
have results in figures which will 
express the results which come about 
when numbers are combined or taken 
apart. 

We do not need to know how and 
why we came to use the sign + to 
mean that the figures which it is 
placed between are to be added to. 
gether; or use the sign — to indi- 
cate that the figure which follows 
that sign is to be subtracted from 
the figure before that sign; or use 
x and + and = to represent what 
people for years have agreed they 
should be understood to mean. It 
is enough if we always remember 
what they are used to mean and 
always apply them with that mean- 
ing. 

It is easier to write— 


2x == 6 or O=- 23 





than it is to write this in words; 
and the figures and symbols are 
read and understood more quickly 
and’ easily than the words would 
be. 

Then from the simple rules we 
go on to more difficult ones. As 
we go on, we come to the time when 
we learn the units of measurement 
which have come to be used. We 
learn how we can by arithmetic find 
the area of a square or of a triangle 
or of a circle; the volume of a cube 
or a cylinder; and make other prac- 
tical uses of mathematics. All of 
these are things. which we have 
learned can be expressed and worked 
out with figures to give the same 
results which actually exist with re- 
spect to the numbers. 

There are some things which can- 
not be worked out with arithmetic, 
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but can be worked out with algebra 
or calculus, or other advanced mathe- 
matics, where we can use letters or 
symbols to express numbers and 
their relationships to other num- 
bers. 

But in all mathematics, it is worth 
while remembering that the words, 
or figures or symbols which we use 
are to represent or express the num- 


bers. The whole science of mathe- 


matics is to use the words, figures 
or symbols so that they will at all 
times correctly express the corre- 
sponding numbers as we combine or 
divide them. 


II. CERTAIN RELATION- 
SHIPS OF NUMBERS 


There are certain interesting fea- 
tures of the relationship of other 
numbers to the number 9, wher 
we express the numbers in our deci- 
mal system. 

The basis for these relationships 
is that— 

9=10—1 
and that 9 is the highest figure in 
our decimal system. 


The lowest figure in any column. 


is 0 and the highest is 9. One more 
than 9 is 10—whick is 0 in that col- 
umn and 1 more in the next column. 

Hence we may note the following: 


(A) T-b9 == 10 and? 1 - C= 1 
Za TY OD 2 
34+9=12 “ 142=3 
2+-1—=2) * 2-—- = 2 
$= 18-21 © 2: P= 3 
sa cae ae — A Ban | 
4 42p— oh 3 Le 

Also 


1+ 18 = 19and 1+ 9=10and 1 
1+ 27=28 “ 248=10 “ 1 
5 s0 noo 3 -- 9S 126" I 
Accordingly— 

If a number less than 10 be added 
to 9 or to a multiple of 9 the figures 
in the resulting total, if added to- 
gether until a single figure is reached, 
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will give the same number which was 
added to the 9 or multiple of 9. 
NOTE: 

(1) This general principle will 
apply even if the number added 
is more than 10 but the rule be- 
comes more complicated to phrase. 
For example: 

25 +.9 = 34 
2-- S==-7 3+4=7 





Here the 3 and 4, of the result- 
ing total, added together make 7 
which is the same number as re- 
sults from adding together the 2 
and 5 of the original number. 

The broader rule then is as fol- 
lows: 

If any number be added to 9 
or to a multiple of 9, the figures 
in the resulting total, if added 
together until a single figure is 
reached, will give the same num- 
ber as results from similarly 
adding together the figures in 
the number which was added to 
the 9 or multiple of 9. 

(2) A somewhat similar rule 
could be applied to any other basic 
number than 9 but it is not so 
simple, because an additional fac- 
tor has to be considered. For ex- 





ample: 

34+8=2 1--b==2 2- f= 
4+8=—12 14+2=>3 3+1=4 
5} $= 13° -t-- =f  4-- aes 
S5t7=—12 1+2=3 34225 
6+7=-13 1+3=>4 4+2=>6 


Here, when using the 8 (which 
is 1 less than the highest figure 
we can have in any column) we 
add 1 in the final column of the 
tabulation so as to bring its final 
figure upto the first figure we 
started with. When we use the 
7, we have to add 2 in the final 
column of the tabulation, etc. 


(B) A transposition of figures will 
give a difference which is divisible 
by 9. 
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A simple transposition between 
two adjacent columns will give a 
difference divisible by 9 and the 
number of times 9 goes into the dif- 
ference will the difference between 
the figures transposed. 

For more involved transpositions 
the rule becomes more complicated 
but the principle still applies that 
any transposition or any series .of 
transpositions will give a difference 
which is divisible by 9. For ex- 


ample: 
(1) 21 — 12 = 9 
P< Sessrd 
Difference between 1 and 2 is 1; and 
32 — 23 = 9 
43 — 34— 9 
54— 45 — 9 
(2) 31 — 13 = 18 
18 —- 9=2 


Difference between 1 and 3 is 2; and 
42 — 24 = 18 
53 — 35 = 18 
(3) Similarly— 


63 — 36 = 27 and 27 —9=3 
82—28—54 “ 54—-9=—6 
etc. 


The reason for this is as follows: 
(a) Having a number consisting 


of two figures, with the figure in the - 


tens column being 1 less than the 
figure in the units column, then the 
addition of 9 (which is 10-1) will 
increase by 1 the figure in the tens 
column and will decrease by 1 the 
figure in the unit column, and we 
shall have the same two figures in 
the result which we had in the orig- 
inal number but they will be trans- 
posed; as— 








(b) Having a number consisting 
of two figures, with the figure in the 
tens column being 2 less than the 
figure in the units column, then the 
addition of 18 (which is 20-2) will 
increase by 2 the figure in the tens 
column and will decrease by 2 the 
figure in the units; as— 


13 + 18 = 31 24+ 18 = 42 
35 + 18 53 46 + 18 = 64 
57 + 18 = 75 68 + 18 = 86 
79 + 18 — 97 

02 + 18 = 20 


(c) Similarly, we could show the 
result if the difference between the 
two figures is 3, and 27 is added; or 
4, and 36 is added; etc. 


(d) If the first of the two figures 
is more than the second, then their 


‘transposition in the result will come 


from subtracting (instead of add- 
ing) the required multiple of 9. 


(e) The explanation is given as 
to figures in the tens and units col- 
umn of a two-figure number. The 
principle applies equally for any 
number with respect to figures next 
to one another—as hundreds and 
tens columns, thousands and hun- 
dreds columns, etc.—but the neces- 
sary ciphers must be added to the 
9 or multiple of 9; as— 

237 + 90 = 327 
356 + 180 = 536 
5692 + 270 = 5962 








12+9=21 23 + 9 = 32 (4) Without trying to state the 
Se ab Sona oo full rules for more complicated 
56 + 9 = 65 67 + 9 = 76 hs : 
78 + 9 = 87 89 + 9 = 98 transpositions we may give the fol- 
1 (which is 01) + 9 = 10 lowing examples: 
(a) 351 — 153 — 198 198 —- 9 = 22 
or written otherwise— 
351 Here the difference between the transposed figures (3 and 
— 153 1) is 2 and they are two places apart (as indicated by the 
two 2’s in the result). 
9)198 
22 
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Difference between transposed figures (4 and 1) is'3 and 

















(b) 421 

— 124 they are two places apart (as indicated by the two 3’s in 
the result). 

9)297 

33 
(c) 6321 Difference between transposed figures (6 and 1) is 5 and 
— 1326 they are three places apart (as indicated by the three 5’s 

acre in the result). 
9) 4995 
555 





still be divisible by 9, but it is harder 
to give the exact rule. For example: 


(5) Even though there are two or 
three transpositions, the difference will 















































(a) 7531 Here two figures (7 and 1) are transposed three places apart 
1357 (which in itself would give a difference which divided by 
9 would be 666) and two figures (5 and 3) are transposed 
9)6174 one place apart (which in itself would give a difference, 
divided by 9, of 20), and 666 + 20 = 686. 
686 : 
(b) 7531 To analyze this we would have to take the several transpo- 
3715 sitions step by step; 
9) 3816 
424 
Difference — 9 
(1) Transpose 7531 
to be 5731 
9) 1800 
200 — 200 
(2) Transpose 5731 
to be 1735 
9) 3996 
444 — 444 
(3) Transpose 1735 
to be 3715 
9)1980 
220 + 220 
— 424 








In other words, the difference of 3816 divided by 9 gives 424 
which is the net result of a series of three tram$positions. 





It is hardly worth while to remem- 
ber the rules for these more involve 
transpositions or to analyze a com- 
plicated difference to find out just 
what it represents. 

It is probably enough to remem- 
ber that any transposition of figures 
will give a difference which is divis- 
ible by 9; and to remember what it 
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signifies if the difference divided by 
9 gives a single figure, or one figure 
repeated. 

(C) This principle (which is a 
feature of our decimal notation sys- 
tem, or of our method of expressing 
numbers by figures) is-of value in 
detecting an error in copying fig- 
ures. 
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For example, if we have a column 


of figures such as this— 
2475 
1329 





16897 














we find a difference between our 
totals— 
17077 — 16897 = 180 
180 + 9 = 20 

So we can look for a transposition 
between the second and third col- 
umn of two figures with a difference 
of 2 between them. We quickly 
see the 8 and 6 in third number and, 
comparing the copy with the orig- 
inal, see the error and can correct it. 

This is probably not of great 
value where only a few numbers 
have been copied, but it is a real 
convenience if a long column has 
been copied and when footed gives 
a difference divisible by 9. 

The fact that there is a difference 
which is divisible by 9 does not 
prove that there has been a trans- 
position, because such a difference 
may result in other ways. A 9 may 
have been omitted in copying. One 
column may be footed 1 too much 
and the next column 1 too little; or 
one column 2 too much and the next 
2 too little; etc. 

However, a transposition will al- 
ways give a difference which is di- 
visible by 9, and this is probably the 
most frequent cause of such a dif- 
ference. 

(D) Reverting to the principle 
stated under (A) that— 

If a number less than 10 be 

added to 9 or to a multiple of 9 

the figures in the resulting total, 
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if added together until a single 
figure is reached will give the 
same number which was added to 
the 9 or multiple of 9; , 
Wwe may note a practical application 
of that principle, without trying to 
give the full theoretical proof of 
each step. 
An error in multiplication may be 
detected as follows: 

If one number is multiplied by 
another, add the figures of each 
across to get a single resulting 
figure for each; multiply these two 
figures together, and, if necessary, 
cross-add the resulting figure to 
get a single figure, and that figure 
should be the same as comes from 
cross-adding the figures in the re- 
sult of the multiplication of the 
original numbers. 

Crossfooted 








(a) 124 = 7 
2 6 
124 = 
372 > 
248 
23644 = 24 = 6 
Crossfooted 
(b) 429 = 15 = 6 
Sos 14 5 
1287 30 = 3 
2574 r 
2145 
241527 = 21 = 3 


(c) Suppose an error had been 
made and (b) had been stated as 
follows: 


429 = 15 = 6 
es ea * 
1287 30 = 3 

2574 ma 

2245 

251527 == 22. =. 4 





The fact that we get the single 
figure 3 in one place and the 


single figure 4 in the other shows 
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there is an error. To find it we 
first check our addition, but find 
it is correct. 

Then we take our first multipli- 
cation (429 x 3). The cross-add- 


ing of 429 gives 6 and 3x6 = 18 
and 1+ 8 = 9. Cross-adding 
1287 = 18 = 9. So that seems 
correct. 


The next multiplication (429 x 
6) shows 6x 6 = 36and3+6= 
9;also2+5+7+4= 18 and 


1+8=9. 





The third multiplication (429 x 
5) shows 5 x 6 = 30 and 3 + O 
= 33> but Z2—- 2-4-5 = 15 


—— 
—_— 


and 1 + 3 = 4. So we know the 
error lies here, and on remulti- 
plying 429 x 5 we get the correct 
figure 2145 instead of 2245; and 
get the correct result as in (b). 

(d) This is not an absolute 
proof of correctness because it is 
possible to have two errors made 
which would offset one another 
so far as the cross-adding was 
concerned; as by footing one col- 
umn 1 too much and another 1 too 
little. We cannot say that if the 
cross-adding checks we are posi- 
tively right, but we can say that 
if the cross-adding does not check 
we are wrong. 





(E) We may note that instead of 


Sometimes it is easier to drop 
out any combinations of figures 
which add to 9, or a multiple of 9 
(as2+8+5-+ 3 = 18) and at 
other times it is easier simply to 
cross-add everything; with the 
same result in either case. 


(F) Another illustration of how 


placing a figure in the wrong col- 
umn makes a difference of 9 is as 
follows: 


A man had $28 to divide among 
his 7 children so he first divided 
28 by 7 as follows: 

7)28 (13 
7 
21 
21 

First he said “7 goes into 8 
once” and he put down 1; then 
with 1 left over, he said “7 goes 
into 21 three times” and put down 
3; thus getting 13. 


To prove it, he multiplied 


13 Saying 
7 TE Sel 


21 PSS 
7 
28 28 


Then, to prove it further, he 
added— 


actually cross-adding the figures, we 13. Saying : 
an get the s sult by “casti ‘3 3563 Se 125 1 Vee are 
can get the same result by casting 13 03: 23-'24-'25-'26- 
out nines”; i. e., dropping out 9 so 2 
whenever figures cross-add to 9 as 13 First going down the units col- 
we proceed (but not a final 9). For 13. umn and then continuing right 
example: 13 along the tens column. 
22 
(a) 543496=15 and 1+5= 6 ma 


or dropping 5+4=9 and 


So he felt he had proved that 


having only 6 to extend, 

as Brfr6= 6 

(b) 2+3+6+557 = 23 and 
2+3:25 


36545 


with $28 he could give 7 children 
$13 each. 

Of course, the error in each 
process was in getting figures in- 
to the wrong column which gave 
him 9 too much (13 instead of 4). 
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He could have said 


7 into 8 = 1 and 1 to carry 
7 into 21 = 3 if he had said 


Then he did not find his error 
because he was multiplying the 13 
and the 3 as if they both were in 


the same column and was adding 
all the 1’s and the 3’s as if they 
were all in the same column. So 
he got the result of 7 x 4 and the 
result of adding seven 4’s. When 
he took 13 instead of 4 he had 
moved 1 from the units place to 
the tens place and so got 9 too 
much (10 —1 = 9). 








Somewhere... 


an American sailor’s life has just been saved by 
a transfusion of blood, collected by the Red 
Cross and put on his ship by the Red Cross. 
Remember this when you're asked to give or 


give again to the RED CROSS WAR FUND 
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Preliminary Considerations to the 
Installation of the Cost System 


By LAWRENCE W. 


y frweursed public accountants are 
receiving an increased number 
of calls for either the installation of 
new cost systems or the reorganiza- 
tion of existing ones. The dispro- 
portionate increase in the demand 
for this accounting service is un- 
doubtedly due, directly or indirectly, 
to the tremendously increased in- 
dustrial production supplying the 
war machines. Since manpower 
shortages are in an acute stage with 
most accountants, it is imperative 
that their professional services be 
expedited wherever possible, but, 
without the diminution of the quality 
of such services. 

In undertaking the layout of a 
cost system the accountant is par- 
ticularly cognizant of the fact that 
his work will be continuously tested 
and re-tested “under fire” during the 
ensuing production periods. His at- 
titude in the performance of his 
services is, therefore, quite different 
from that of the auditor who is pri- 
marily concerned with the confir- 
mation of historical financial records 
and statements. The cost systems 
accountant must endeavor to antici- 
pate costing problems and difficul- 


SHERRITT, Ph.D. 


ties in future periods of production. 
In this regard he seeks to provide 
systems sufficiently elastic as to per- 
mit cost departments to satisfactor- 
ily cope with variations in factory 
production technique without ex- 
pensive delays in the supplying of 
cost data. The entire undertaking 
is therefore one to be assumed with 
caution and with as clear an under- 
standing of future difficulties as is 
possible to obtain. 

It is this author’s considered opin- 
ion and experience that a question- 
naire check list is an invaluable 
instrument for the aid of the cost 
systems accountant in obtaining the 
initial “lay of the land.” It will be 
understood, however, that such a 
check list is never presented to the 
client. It is nothing more than a 
tabulation of points to be covered in 
the initial interviews and plant sur- 
veys. The check list may or may 
not be on hand at the time of the 
interviews, but under no circum- 
stances would the installation be 
formally begun without such list 
being made a matter of permanent 
record. Selected sections of such a 
check list are given below. 


Costs Systems Initial Check List 


(No. 1) 
(A) Organizational Status: 
(1) Plant operations started on ......6.6.eeeaceees atehe , or 
(2) Expected start of operations .. ... 6:6: sisaseess 0d 
(3) Affiliations: 
(a) Independent ..... sisciieds 
(ts) SOIACY OF os odes Vedder es 
(c) Production contract: With. 63 sy «ice ds sten hes 
(Gi CORRE is. +0 antenna toes nies ree eee 
(B) Finished Product: 
(1) List in 6rder of market importance: 
Primary products — (a)......... G1”, een sd) POR 
Joint products — (a).......... te he (C)} owe cu eeewae 


By-products — (a) 
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(2) What products have been produced anywhere before .......... 
(3) What products are new on the market ................ 0c eeues 
(4) Which products are innovations of, or improvements upon pre- 
PO NG BID 6 Kai 0 Foo cok cons erdencdus danced 
a) TRUER OPO VIONEE ROICES 5.5 ns es cence cu easseses 
CD) By WUE CUROTRONITO ow noon niin ce Te ees week 

(5) General Data: 


Approximate 
Cubic Approximate How 
Product Dimensions Weight Perishable Delivered* 
g 


* Crated; in bulk; fully boxed, etc. 


(C) Market: 
(1) War products — (a)....... Oi iick os4 oS) free 
a es er 
PN ie ee Ka ater 6s oe aNGS donee ea eae wes 
I Sides otnidns soins ees eed RAW ASS ERA 
Cee Vee Re CO EE og on. da Siac es cco wsewawe se ensa as 
Cop TMUMCMMREWS CIVULIG TOOUCES 5 ko cos ie 6kis is cisin'y wisn 0 6a sete 
(4) Probable market requirements for next 3 months in units: 
— 


(5) Method of delivery (general practises cnly) 
PRODUCTS 
Carrier R S T U 
ar res ane 
nn ete. i, TE Cr ee 
TOMOCIEPOSE! eect «6+ euadoeesne «= Ryan site cae 
|. 60 EEN, OO eagle! + omaiguamaes ” Woaian 
weer’ =~ = gibes se (Ree 6 cweew de |. eee 
ee oe 6 lll lke 6 ae US | |, 
ee. -..  intaee 5 “Neha: Coded | Lee 


(D) Plant: 
(1) New factory— 
(a) Date completed ................ 
(b) Expected completion date .................. 
(2) Existing plant— 
(a) Date first used by present manufacturer ................ 
(b) Betterments and alterations anticipated— 
(Detail schedule) 
EG Re ey ee IE Oe errs ah 
(4) Appromienste aren (0G. Tt.) ~ <6 ican cccsvces 
(5) Is blue print available? ............ 
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(E) Equipment: (tabulate principal classifications) 


Equipment 


No. units 


(F) Plant Personnel: (Principal classifications of direct labor) 


Department or Approximate No. No. of old 
Operation new trainees employees 
ree: area re rr meme a 
Approximate number of old employees over 38 years ....:... 
(2) Irreplaceable technical employees: 
Years of 
Name service 
(3) Plant foremen: 
Department 


or activity 


(G) Plant Personnel (Principal classifications of indirect labor) 


(1) Classification 
Timekeepers 
Payroll clerks 
Store clerks 
Store checkers 
Inspectors 
Cost clerks 
Senior cost accountants 


INSiES) GE> occas ces eens 


(H) This Engagement: 
(1) Limitations: 


(a) Cost of our services $.. 


(b) Increase in personnel ; 


No. of 


ee eee eee 


FCeROCHRCCHeCEEEEC CEE C4 O66 OER ES He oe 


Number 06: S0QNNG: i055 oii aeeemeens 


Cost 
Percentage 
(c) Period of installation 


(2) Forces bringing about this assignment: 


(a) War costing regulations 
(b) Competitive pricing .... 


oe eee eee 


(c) Increase in management efficiency ............ 


A study of the completed check 
list would enable the systems ac- 
countant to classify any particular 
assignment according to one of the 
following classifications : 

(1) New enterprise without af- 
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filiations or previous cost or plant 
personnel. 

(2) New enterprise with con- 
trolling affiliations but without 
cost or plant personnel. 

(3) New enterprise with lim- 
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ited or borrowed cost and/or plant 
personnel. 

(4) Established enterprise with- 
out previous cost system or cost 
personnel. 

(5) Established enterprise with 
inadequate costing machinery and 
with limited cost personnel. 


Under classifications 1 to 3 inclu- 
*sive, the systems accountant can 
generally expect a clean slate and a 
reasonable opportunity. for training 
the cost personnel to implement the 
new costing installation. Where 
mutual confidence exists between 
the industrial engineer and the sys- 
tems accountant the prospects for a 
successful installation should be very 
good. Relatively speaking, the com- 
plications and difficulties are much 
greater in classifications 4 and 5 
than in those previously. listed. 
Within the limited space of this ar- 
ticle some of these difficulties are 
pointed out in the paragraphs that 
follow. 

Major difficulties may be classi- 
fied as follows: 

Those associated with; 

(a) Personnel training and 
adaptation 

(b) Plant layout 

(c) Existing accounting sys- 
tems. 


Personnel Training and Adaptation. 
If the cost system is being installed 
because of the pressure of outside 
forces, as in the case of war con- 
tracts, the systems accountant can 
expect only reluctant cooperation 
from the management. It is impera- 
tive, under such circumstances, that 
authority for all necessary reorgani- 
zations be specifically obtained in 
writing and that the client acknowl- 
edge its understanding of the per- 
sonnel and layout changes that the 
installation will probably entail. 
Most systems accountants prefer 
to train new cost personnel rather 
than retain former employees. This 
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problem is actually much more seri- 
ous and realistic than general theo- 
rizing would indicate. Established 
bookkeepers and private account- 
ants usually resent new systems and 
the consequent re-training that the 
new system entails. A System Is 
NEVER ANy BETTER THAN THE PEr- 
SONNEL THAT OPERATES !tT.° A full 
realization of this fact has forced 
some systems accountants to refuse 
to make an installation unless he 
were permitted to hire and fire at 
his discretion. 

Under present conditions of man- 
power shortages it is imperative that 
the personnel situation be thor- 
oughly scouted before final installa- 
tion plans are completed. Unfortu- 
nately many weil laid out systems, 
in recent months, have had to be 
temporarily shelved, or substan- 
tially redrafted, because the ac- 
countant found himself unable, at 
the last minute, to obtain the qual- 
ity of cost personnel that his sys- 
tem required. This war time scar- 
city of technical personnel was well 
illustrated by the reported explana- 
tion given by the New York office of 
the Commissioner of Internal Reve- 
nue when it was stated that three 
different results had been tenta- 
tively approved by the Commission- 
er’s office on the same set of tax 
facts. The reported explanation for 
this inconsistency was that most of 
the tax experts have been taken into 
the armed forces and that those re- 
maining possessed questionable and 
varied tax-determining abilities. 

Personnel difficulties are not re- 
stricted to the cost staff alone. Many 
an installation job has been impeded 
because of the independence of some 
skilled factory technicians in the 
matter of reporting the time distri- 
bution. Management is sometimes 
forced to decide as to the relative 
value of the services of the cost de- 
partment and some able factory 
technician. The systems account- 
ant is frequently not in a position to 
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force out a non-cooperating employee 
and yet such cooperation may be 
the difference between success and 
failure of the new system. Under 
certain conditions the accountant 
may even have to acknowledge that 
the services of certain factory work- 
ers overshadow, in importance, the 
results produced by the cost depart- 
ment. 

The experienced systems accounrtt- 
ant can generally sense an atmos- 
phere of resentment against changes 
through a few well put questions at 
the proper time: As the result of 
such a survey he must decide whether 
he is going to rely on his “cost sales- 
manship” or whether he must de- 
mand the big stick of “hire and fire.” 


Plant Layout. Plant layout is not, of 
course, the job of the cost systems 
accountant. The ideal arrangement 
is to have the greatest possible co- 
operation between the industrial en- 
gineer, -in charge of plant layout, 
and the systems accountant. When 
teamwork is present the accountant 
is willing to wait on the sidelines 
until the production difficulties have, 
at least, been temporarily ironed out. 

Under war time stress and strain 
perfection in plant layout is never 
attained or even closely approached. 
The systems accountant must nec- 
essarily make the best of a bad ac- 
counting situation; it is a case of 
production and more production 
and let the costs come when they 
may. Under such circumstances 
the accountant will make few, if 
any, demands involving an extra 
load on the plant personnel. Rather 
he should bide his time but be ready 
to act when production temporarily 
slackens off. 

While the actual starting of the 
formalized cost system would await 
the smoothing out of plant produc- 
tion this does not mean that “cost 
studies” are wholly impractical. 
During this period of getting-under- 
way the systems accountant should, 
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without the aid of the plant person- 
nel, make initial time and motion 
studies of major line operations. 
While such initial studies are of lit- 
tle final significance they should, 
nevertheless, be undertaken as early 
as possible so as to acquaint the 
systems accountant with the basic 
production problems. Oftentimes 
the engineering department can sup- 
ply blueprint specifications of the 
principal finished products; these 
may be used in making time study 
breakdowns as to assembly or fab- 
ricating operations. Then too the 
materials requirements are frequently 
predetermined with a high degree of 
accuracy (excepting spoilage) and 
the accountant is in an immediate 
position to analyse such estimates 
on a purely quantitative basis. 

Generally it is impractical to at- 
tempt an analysis of factory ‘over- 
head until production operations 
are reasonably well under control. 
However such factory costs as de- 
preciation on plant and equipment, 
property taxes, heating, property in- 
surance, etc. can be_ tentatively 
estimated on the basis of plant blue- 
prints before test or normal opera- 
tions are begun. 


Existing Accounting Systems. A poor- 
ly kept general set of books may 
impede the efficient establishment 
of any cost system. The systems 
accountant will always inspect these 
records to determine whether it will 


be practical to synchronize existing 


general procedures with the pro- 
posed cost ledgers. In many cases 
major changes would be required 
and the client’s approval for such 
changes would be obtained before 
the job is undertaken. 

Occasionally general records dis- 
close inadequate breakdowns for the 
satisfactory determination of depre- 
ciation charges. Such is the case 
where assets are grouped without 
regard to function, with the conse- 
quent error in the depreciation allo- 


271 








The New York Certified Public Accountant 


cation. Since the establishment of 
a cost system will entail the setting 
up of a plant ledger, the structure 
and content of the general ledger 
fixed asset accounts would have to 
be altered considerably. 

Previously existing sales and pur- 
chases records are rarely satisfac- 
tory upon the installation of a cost 
system. These records, together 
with the voucher register, the ex- 
pense subsidiaries and controls re- 
quire major overhauling. Generally 
this is a matter of recolumnariza- 
tion of the books of original entry 
to agree with the newly created con- 
trols. 

Frequently the systems account- 
ant will conclude that it is far more 
economical to install new general 
records than to attempt to revamp 
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existing ones. In all fairness to the 
client this is a matter that should be 
decided upon before any extensive 
cost studies are undertaken. 

In general these preliminary con- 
siderations are: much the same for 
all industrial enterprises. The fact 
that a petroleum cracking plant may 
produce 2500 finished products would 
not, as a rule, make its installation 
problem greatly different, in its pre- 
liminary aspects, from another or- 
ganization producing only one major 
product. This article has been re- 
stricted to the preliminary consid- 
erations to the installation of a cost 
system with little or no mention of 
the intricacies or mechanics of any 
particular cost system. Those con- 
siderations deserve a much more ex- 
tensive and separate treatment. 
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Some Notes on Accountants’ Writing 


By JoHN MANTLE Crapp, M.A. 


DpPRiNG recent months a writers’ 
clinic has been held at the rooms 
of the State Society of Certified 
Public Accountants, for men who wish 
to improve in their professional writ- 
ing. Members participating bring 
in passages from their own work, 
or other examples of accountants’ 
writing that have roused their inter- 
est, and candid discussion by the 
group, from the standpoint of pro- 
fessional experience, as to the fit- 
ness of each specimen for its pur- 
pose leads to practical suggestions 
for revision. 

An accountant employs writing 
to convey factual information with 
accuracy, completeness and objec- 
tiveness, yet in a form to be readily 
understood by the readers addressed, 
primarily laymen. Nearly all of his 
writing consists of explanation, what 
the books call Exposition. Orna- 
ment is out of place; literary charm, 
per se, is unimportant. Correctness, 
however, in use of words and in 
grammatical form, coherent sequence, 
patterns of arrangement that makes 
a passage easy to grasp are neces- 
sary factors in successful transmis- 
sion. Assuming that he has a 
worth-while message, the account- 
ant’s- problem is command of the 
procedures involved in giving it 
proper form of presentation for the 
readers addressed. 

Specimens examined have come 
both from the public accounting 
field and from industrial companies. 
They have included reports by staff 
men to their firms, instructions to 
subordinates, letters for clients, re- 
ports, and papers read at profes- 
sional meetings or printed in ac- 
counting journals. With respect to 
all of these the interest of the Clinic 
has focused on questions of struc- 
ture. One aspect of structure, relat- 
ing to the “building blocks” of com- 
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munication — words, clauses, sen- 
tences, paragraphs — was discussed 
in the Certified Public Accountant of 
last October. This paper takes up 
passages submitted at Clinic meet- 
ings which illustrate a few others 
among the manifold aspects of struc- 
ture. The cases chosen for discus- 
sion are not exceptional. It is the 
everyday problems that are most im- 
portant, those which relate to mate- 
rial which is good in substance and 
only a little short of good in man- 
ner of presentation, require, usually, 
only a few little touches. Develop- 
ing the right approach to these every- 
day problems leads to the “know how” 
of the skilled writer. 
Background—Too Little 

There is always question of how 
much detail is needed to make an ac- 
counting picture clear to the read- 
ers addressed. The general tend- 
ency among accountants, whether in 
public or private practice, is to give 
too little background. Accountants 
are trained in reticence. They have 
in large measure, also, the expert’s 
tendency to assume that a situation 
or a relationship that is clear in his 
own mind will be equally clear to 
others, even though they lack his 
first-hand knowledge of its details. 
That weakness is illustrated by this 
passage from the report to the home 
office of a travelling auditor in a 
distributing company: 

Two rebate checks, No. 2801 
and No. 2933, 9/14/43, were fig- 
ured in error and new checks made 
up for the adjusted amounts. One 
was changed for $30.35 and this 
amount credited to sales. The 
other was changed for $140.00 and 
the cash for this amount held in 
the safe to make any further ad- 
justments. Two such adjustments 
have been made and applied against 

273 








The New York Certified Public Accountant 


the $140.00. The balance of $53.12 

will be credited back to sales. 

The home office could not under- 
stand, and wrote for an explanation. 
What the man meant to say was 
this: 

Two rebate checks, No. 2801 an 

No. 2933, 9/14/43, had been figured 
incorrectly and new checks were 
made up for the correct amounts. 
One of these for $30.35, was cashed 
and credited to sales. The other 
check, for $140.00, was cashed but 
the money was held in the safe to 
be used in payment of other re- 
bate adjustments that might be 
necessary Two payments, total- 
ling $86.88, have been made from 
the $140.00 and the balance, $53.12 
is to be credited to sales. 

The writer was a man who ob- 
served closely and judged fairly. He 
did not, however, allow for the diffi- 
culty which the home office would 
find in interpreting his over-com- 
pact statements — little more than 
diary notes for himself. This is a 
fault to which busy field men are 
prone. 


Background—Too Much 


On the other hand, it is possible 
to put too much into the back- 
ground, to insert detail that is not 
helpful. A well-meaning superior 
often will obscure his Instructions 
by repetition of ideas or words, or 
by passing on to subordinates dis- 
cussion of trivialities, or points that 
do not concern those who must ex- 
ecute the Instructions. Here are 
some items from a set of Instruc- 
tions on preparing Procedures, drawn 
up in the controller’s office of a large 
organization: 

Practically every form used in 
effecting or recording transactions 
should be covered either by a sepa- 
rate procedure or specifically men- 
tioned in at least one procedure. 

Procedures should be as brief and 
concise as the subject matter per- 
mits and in order to carry out this 
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idea, it is suggested that lengthy 
procedures be broken down into 
smaller subdivisions for two rea- 
sons: (a) such procedures are 
easier to write and (b) they can 
be revised more readily. 

Titles given to procedures should 
be descriptive of the covering mat- 
ter; for instance, say “procedure 
for disbursing, recording, and ac- 
counting for tools in sub-cribs”’, 
rather than just “procedure for 
tool cribs.” 

When the author of the proced- 
ure is satisfied that the subject 
has been properly covered, the 
procedure should be typed in 
double-spacing on a Procedure 
Form and routed to those who will 
eventually approve the proced- 
ure, or who are otherwise con- 
cerned, for their comments, criti- 
cisms and suggestions. The au- 
thor should maintain a memoran- 
dum record of the names of the 
individuals to whom the proposed 
procedure was submitted, in or- 
der to maintain a proper follow- 
up, so that no procedure is per- 
mitted to “die” in someone’s desk 
or file. When the procedure is 
returned, it should be rewritten to 
incorporate any advisable changes 
and re-submitted to the person 
who suggested such changes. It 
will often be found necessary to 
make several revisions before the 
procedure is finally acceptable to 
a'l concerned, but it will be agreed 
that it is better to have everyone 
in agreement as to the procedure 
to be followed before it is pub- 
lished, rather than after, and thus 
avoid the necessity of revision after 
the procedure has been formally 
issued. 


Note the wordiness of this pas- 
sage and the space given to points 
of minor importance, as well as the 
inexactness and the clumsy repeti- 
tion of the word “procedure,” as if 
the writer were addressing children 
unacquainted with pronouns. In 
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the following revision by a member 
of the Clinic these directions become 
shorter, more definite, and clearer. 

Every form used in effecting or 
recording transactions should either 
be covered by a separate procedure 
or specifically mentioned in a pro- 
cedure on a related subject. 

The wording should be as direct 
and concise as the subject matter 
permits. When the matter is leng- 
thy, the procedure should be broken 
down into subdivisions, which are 
sasier to write and easier to revise 
when necessary. 

Drafts of proposed procedures 
should be typed on Procedure 
Forms (double spaced), and routed 
for comments and suggestions to 
all persons whose approval must 
be obtained or who are otherwise 
concerned. <A follow-up should 
make sure that no copy is allowed 
to “die” in someone’s desk or file. 
Suggested changes that seem ad- 
visable should be incorporated in 
a new draft to be re-submitted 
for further checking. Even if sev- 
eral revisions must be made before 
a procedure is acceptable to all 
concerned, that is better than hav- 
ing to revise it after it has been 
formally issued. 


Arranging the Ideas 

The problem of getting one’s ma- 
terial into an order that will convey 
the thought to a stranger with a 
minimum of delay or confusion— 
some confusion will always develop 
when A undertakes to tell B his ideas— 
is a constant source of difficulty to a 
man who must write under pressure. 
An accountant has been immersed in 
the study of a situation, possibly for 
many days, until its details have be- 
come as familiar to him as the papers in 
his desk drawer, however confused they 
might appear to a stranger. When he 
turns to explaining these details and 
their relationships to readers, he is 
only too likely to overlook the diffi- 
culty the reader will have in keeping 
the connection. 
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In the following passage, the clos- 
ing paragraph of a report, there are 
two main thoughts, badly tangled: 
first, that the accounting set-up of 
the institution examined is_ basi- 
cally inadequate; secondly, that the 
accounting firm is unable, because 
of the limited character of the ex- 
amination which it has been per- 
mitted to make, to point out the 
corrective measures required : 


Various matters pertaining to 
the system of internal audit and 
control were discussed with the 
management during the course of 
our engagement Certain improve- 
ments in the existing procedures 
should be made, but as the ac- 
counting department of the insti- 
tution is hampered more _basi- 
cally by the need of larger quarters 
in which to perform its work and 
by the lack of adequate personnel, 
such suggestions as we may make 
are only part of the solution to 
the problem of proper accounting. 
We should like to point out that 
the examination made by us is of 
the type commonly referred to as 
balance sheet examinations, which 
emphasize the verification of as- 
sets and liabilities of record as of 
the balance sheet date and include 
such tests of the operating ac- 
counts as we deem appropriate, 
in order to enable us to render 
our opinion as to the position of 


the institution, but do not con- . 


template a detailed audit of all 
transactions. In any audit short 
of a detailed audit, the cost of 
which would be great, there is a 
possibility that peculations and 
other irregularities concealed in 
the accounts might remain undis- 
closed. For example, the unlo- 
cated differences in the accounts 
receivable as referred to in a pre- 
vious paragraph and laxity in other 
matters which have been discussed 
with the management should be 
corrected. If necessary, additional 
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clerks should be employed. In ap 
institution such as yours in which 
the system of internal control is 
not as complete as could be ob- 
tained, the afore-mentioned possi- 
bilities are of particular impor- 
tance. 

We wish to express our appre- 
ciation of the cooperation afforded 
our representatives during the 
course of our work. 


Very truly yours, 


In the revision the members of 
the Clinic group sought to disen- 
tangle the two ideas, as follows: 


The examination made by us 
has been of the type commonly 
referred to as a balance sheet ex- 
amination, which is concerned with 
the verification of assets and lia- 
bilities of record as of the balance 
sheet date. . It has not included a 
detailed audit of all transactions 
but only such tests of the oper- 
ating accounts as we deemed ap- 
propriate, in order to enable us to 
render our opinion as to the posi- 
tion of the institution. Without 
a detailed audit, the cost of which, 
of course, would be considerable, 
there is a possibility that pecula- 
tions and other irregularities con- 
cealed in the accounts might re- 
main undisclosed. In your insti- 
tution, in which the system of in- 
ternal control is not as complete 
as could be obtained, this possi- 
bility is of particular importance. 

Various matters pertaining to 
the system of internal audit and 
control were discussed with the 
management during the course of 
our engagement. The unlocated 
differences in the accounts receiv- 
able as referred to in a previous 
paragraph and laxity in other mat- 
ters have been pointed out as call- 
ing for .correction. Certain im- 
provements should be made in the 
existing procedures, among them, 
perhaps, the employment of addi- 
tional clerks. Since, however, the 
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accounting department of the in- 
stitution is hampered basically by 
lack of adequate quarters in which 
to perform its work, as well as by 
lack of adequate personnel, such 
suggestions aS we are now in a 
position to make are only part of 
the solution to the problem of 
proper accounting. 

We wish to express our appre- 
ciation of the cooperation afforded 
our representatives during the course 
of our work. : 

Very truly yours, 


If the writer of that report could 
have laid it aside for a few days and 
then reexamined it, he would un- 
doubtedly have noticed and reme- 
died the entanglement of ideas. 
When there is not time for that, a 
man’s best recourse is to pick up 
what appears to be the main idea— 
as if he were examining the work 
of another man—and trace it sys- 
tematically through the presenta- 
tion. If there is such a confusion as 
is here evident, the fact is likely to 
reveal itself. 

Such a systematic inspection will 
aid, also, with another frequent 
manifestation of faulty arrangement, 
that of imperfect itemization of a 
list of points. When a number of 
items have to be listed by a man 
who has been working intimately 
upon an assignment, some of them 
may be placed, inadvertently. out of 
their logical order, or two or more 
items may be lumped together. 


Intricate Form of Certificates 
and Notes 


A different and most troublesome 
problem of arrangement is often pre- 
sented by the balance sheet notes 
inserted in reports, and by the certi- 
ficate. Legalistic tradition, dating 
from monkish-Latin days, still con- 
strains the Twentieth Century ac- 
countant to compress what would 
normally be a paragraph into a single 
complex sentence. In the following, 
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for example, the effort to incorpo- 
rate into the standard certificate form 
the special modifications required by 
the situation has produced a sen- 
tence that is intricate in the extreme: 


To the Board of Directors of 
Blank Company, Inc. 


We have examined the consoli- 
dated balance sheet of Blank Com- 
pany, Inc. and three of its wholly 
owned subsidiaries as of Decem- 
ber 31, 1943, and the consolidated 
statements of income and surplus 
for the fiscal year then ended. In 
connection therewith, we have re- 
viewed the systems oi internal 
control and the accounting pro- 
cedures of the companies and, 
without making a detailed audit 
of the transactions, have examined 
or tested accounting records of 
the companies and other support- 
ing evidence, by methods and to 
the extent we deemed appropriate. 
It was not practicable to confirm 
receivables from various agencies 
of the United States Government, 
but we have satisfied ourselves as 
to such receivables by means of 
other auditing procedures. Our 
examination was made in accord- 
ance with generally accepted aud- 
iting standards applicable in the 
circumstances and included all 
procedures which we considered 
necessary. No allowance has been 
made in the accompanying state- 
ments for the possible loss on sale 
or other disposition of miscellane- 
ous investments. 


Except for the effect, if any, of 
possible renegotiation (see bal- 
ance sheet Note 4), and the ab- 
sence of a provision for possible 
loss upon sale or other disposition 
of miscellaneous investments, in 
our opinion, the accompanying 
balance sheet and related state- 
ments of income and surplus pre- 
sent fairly the consolidated posi- 
tion of Blank Company, Inc. and 
three of its wholly owned subsidi- 
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aries at December 31, 1943, and 
the consolidated results of their 
operations for the fiscal year, in 
conformity with generally ac- 
cepted accounting principles ap- 
plied on a basis consistent (ex- 
cept as indicated in balance sheet 
Note 1, in which change we con- 
cur) with that of the preceding 
year. 


In the second paragraph of this 
certificate 107 words, grouped in 16 
modifying phrases, are pivoted on 
a single verb, “presents fairly.” 
Moreover, the occurrence of “ex- 
cept” in different connections, at the 
beginning of the long, intricate sen- 
tence and at the end, produces a 
queer short-circuiting effect. The 
ingenuity displayed is amazing, but 
the result is not good writing. To 
pass from the crisp statements of 
the body of the report to the pon- 
derous certificate at the end is like 
going back to the world of the dino- 
saur. The members of the Clinic 
group were unable, of course, to 
suggest a satisfactory way of aerat- 
ing the long sentence. Professional 
custom governs individual taste in 
such a matter. With respect to bal- 
ance sheet notes, however, a move- 
ment toward simplification has be- 
gun. Is it too much to hope that 
the profession may find a way to 
carry the movement even to the cer- 
tificate, and replace such unnatural 
heaps of words with normal Eng- 
lish sentences? 


Connective Words and Phrases 


In talk, and in non-technical writ- 
ing, the usual way of carrying the 
mind of listener or reader from one 
thought to another is by means of 
conjunctions, pronouns, and groups 
of words that have a connective ef- 
fect. This practice is illustrated in 
Norman E. Webster’s entertaining 
remarks on the “Philosophy of an 
Accountant” in the Certified Public 
Accountant for October, 1943. In the 
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2000 words of his non-technical pa- 
per there are some 120 sentence con- 
nectives, making up 6% of the word 
total. 

The technical papers, however, in 
the same issue employ connective 
words and phrases much more spar- 
ingly. In the article by Otto L. 
Walter on “Non-Fiscal Aspects of 
Taxation,’ which contains about 
2700 words, there are only about 60 
sentence connectives, less than 3% 
of the word total. The article by 
Leo H. Seitelman on “Service Club 
Accounting,” 3100 words in length, 
also contains about 60 sentence con- 
nectives, forming only 2% of the 
word total. In these two papers, it 
may be noted, the connectives are 
nearly all demonstrative or personal 
pronouns. Of the 50-odd conjunc- 
tions listed in recent books on Gram- 
mar, only 6 appear more than once 
in these two papers—however, for ex- 
ample, also, of course, moreover, nor. 
In the Webster paper, on the other 
hand, 19 different conjunctions afe 
represented. 

Examination of the technical pa- 
pers given at the October meeting of 
the American Institute of Account- 
ants shows the same sparing use of 
connective words and phrases and 
the same preponderance of pronouns 
over conjunctions. The accountant’s 
scant employment of connectives 
may be owing, perhaps, to his ha- 
bitual effort for conciseness. In- 
stead of tieing his sentences together 
with a conjunction or a phrase, he 
tends merely to lay down one sen- 
tence after another, mainly con- 
cerned with having their sequence 
logical. For expository writing, in- 
deed, this method is better than re- 
liance upon connective terms, pro- 
vided that a logical sequence is actu- 
ally attained—the papers at the Oc- 
tober Institute meeting stood high 
in this respect—and provided also 
that the sequence is made evident 
to readers. 
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Adjusting Sentences 


To render the logical sequence 
clearly evident depends chiefly upon 
care in adjusting the grammatical 
order of the sentences and this, too 
often, the accountant neglects. He 
is likely to neglect to utilize the 
method of parallelism, which was so 
effectively used by Harold R. Caf- 
fyn in his paper on “Staff Replace- 
ments’ at the Institute meeting in 
October. He is still more likely to 
overlook the possibilities of the de- 
vice known as the sentence echo, which 
consists in opening a sentence with 
a pick-up of the main thought, or the 
concluding thought of the sentence 
just preceding. 

The value of care for adjustment 
of sentence form may be illustrated 
by comparing two recent. papers in 
the Journal of Accountancy on the re- 
negotiation problem: one by Major 
Gordon Jones in the issue for No- 
vember last and one by Major Ste- 
phen B. Ives in December. The 
material in both articles is excellent 
—so far as a layman may judge 
but the Jones paper is exceedingly 
hard reading, whereas the Ives pa- 
per reads easily. In the Ives paper 
the sentences are smoothly linked, 
each one growing out of the one 
before it. In the Jones paper how- 
ever successive sentences often stand 
alone, like independent remarks; only 
by close examination, in many in- 
stances, can the reader see that se- 
tence No. 2 picks up from sentence 
No. 1. Both papers should be read 
in their entirety to make the com- 
parison fully evident, but even short 
passages will give an indication. 

Consider this passage from the 
Jones paper: 





There was very little precedent 
in the beginning of renegotiation 
either as to methods to be used 
or the extent to which the use of 
estimates could be justified. No 
specific instructions could be is- 
sued for the obvious reason that 
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approximations which were con- 
sidered necessary and proper in 
certain cases would be wholly in- 
adequate and unacceptable in 
others. 

If an independent accountant 
has made an examination of a com- 
pany which is producing 100 per 
cent on prime contracts, no prob- 
lems peculiar to renegotiation are 
involved, and there is no reason 
that the auditor must take more 
than the ordinary exceptions in 
his certificate. 

At the other extreme is the com- 
pany selling in both renegotiable 
and non-renegotiable markets. 
Products may or may not be simi- 
lar but costing methods are such 
that strict allocation is impossible. 
The problem is generally further 
complicated by sales through ordi- 
nary trade channels which, to some 
unknown extent, are believed to 
have been used in the processing 
of renegotiable contracts. 


Rearrangement of the second para- 
graph quoted, so that its beginning 
will hook on to the last thought in 
the first paragraph, and of the first 
sentence in the third paragraph so 
that this also will hook on to the 
close of the first paragraph and the 
opening of the second, will render 
the passage much easier to grasp, 
as follows: 

With a company which is work- 
ing only upon prime contracts 
and which has been examined by 
a public accounting firm, no prob- 
lems, etc. 

With a company selling in both 
renegotiable and non-renegotiable 
markets, however, the problem is 
serious. While the products may 
not be smilar, costing methods for 
the different markets are such that 
strict allocation etc. 

Many’ passages of this fine paper 
read as if the writer’s thought was 
centered wholly on the thought im- 
mediately before him, without con- 
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sideration of how his reader was to 
be moved along to the next thought. 
Turn now to the paper by Major 
Ives, noting these extracts from 
pages 465 and 466 in the December 
issue of the Journal of Accountancy. 
The most difficult part of the 
cost analyst’s work lies in the seg- 
regation of sales between renego- 
tiable and non-renegotiable busi- 
ness and the allocation of the prop- 
er proportion of costs and expense 
thereto. There are several ap- 
proaches to this problem. Ordi- 
narily, sales covered by prime 
contracts (i.e., direct sales to a 
governmental agency) present lit- 
tle difficulty, as the contractor’s 
records will customarily be such 
that these sales may be directly 
segregated. However, any con- 
tracts completed and fully paid 
for by April 28, 1942 (the date of 
the approval of the Act), are not 
subject to renegotiation. This 
may entail a study of the type of 
contract, as there is sometimes 
doubt as to just when a contract 
has been completed .... 


It is in the field of subcontracts 
that the greatest difficulty arises 
in the segregation of sales... . 

In order to reach a fair answer 
to segregation when complications 
such as those mentioned above 
arise, the contractor and the cost 
analyst may use any approach to 
the problem which may be mutu- 
ally agreeable. In the case of large 
companies, or those which have a 
large number of individual sales 
regardless of amount, it is obvi- 
ously a burdensome and often un- 
necessary task to analyze each in- 
voice as to the end use of the 
product covered. . . 


This is easier reading than the 
similar material in the paper by 
Major Jones. The reason seems to 
be in the care with which the rela- 
tion of each sentence to its prede- 
cessor is indicated. 
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The matter of effective structure 
in factual writing has many more 
aspects than those briefly touched 
on in these pages. There are prob- 
lems of wording. There are prob- 
lems relating to paragraphs and to 


blocks of paragraphs. With all of 
them, success depends primarily up- 
on the writer’s constant considera- 
tion of his readers, and his adjust- 
ment of his presentation to their 
knowledge, capacities, and tastes. 
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hk Successful Candidates at New York State 
ra- 

= C.P.A. Examinations, October 1943. 

eir 

The names of all persons who passed the October 1943 examinations 
given by New York State to those who would become certified public 
accountants have been received by the Society from the State Education 
Department. 

These successful candidates are now eligible for a certificate as a C.P.A. 
provided they have submitted satisfactory evidence to the Education 
Department of the State of good moral character and evidence of aca- 
demic and professional qualifications for the public practice of accountancy. 

The list is as follows: 

Abraham, Alfred B. 21 So. Washington St., Tarrytown, N. Y. 
Ackerman, Harry 594 Van Siclen Ave., New York City, N. Y. 
Arendt, Herman C. 6 St. Charles Place, Brooklyn, N. Y. 
Becker, Morris 2024—69th St., Brooklyn, N. Y. 

Benedict, William F. 48 Wilson Place, Belleville, N. J. 

Blocher, Paul B., Jr. 124 Woodside Village, Stamford, Conn. 
‘Bonime, Harold B. 4514—10th Ave., Brooklyn, N. Y. 

3rand, Morton 2370 Ocean Ave., Brooklyn, N. Y. 

Braun, Karl Wilhelm 609 Oak Terrace, Bronx, N. Y. 
Buchbinder, Martin L. 2020 East 41st St., Brooklyn, N. Y. 

Caro, Hans E. 42-42 Ithaca St., Elmhurst, N. Y. 

Carper, Clarence S. 159 Essex St., Holyoke, Mass. 

Chittick, William L. 169-10—107th Ave., Jamaica, N. Y. 

Cohen, Joseph 1566 Macombs Road, Bronx 52, N. Y. 
Corey, William Gerard 1536—51st St., Brooklyn, N. Y. 

Danziger, Allan N. 825 East 9th St.,Brooklyn, N. Y. 

Dorn, Joseph L. 26-14—165th St., Flushing, N. Y. 
Eidenberg, Harry 1383 Clay Ave., New York, N. Y. 

Ellis, Paul B. 127 Eckhert St., Buffalo, N. Y. 

Essner, Irving 1769 50th St., Brooklyn, N. Y. 

Friedman, Samuel 3444 Knox Place, Bronx, N. Y. 

Frisch, Jacob 120 W. 105th St., New York, N. Y. 
Fruchtman, Martin 215 W. 105th St., New York, N. Y. 
Gershen, Leo B. 10 Shore Boulevard, Brooklyn 10, N. Y. 
Gibson, John F. 107-24—131st St., Richmond Hill, N. Y. 
Goldman, Morris 2198 Cruger Ave., New York, N. Y. 
Goldsmith, Philip 43 Bushwick Ave., Brooklyn, N. Y. 
Grubel, Frederick 141-45 Union Turnpike, Flushing, N. Y. 
Halkuff, Louis 5510—13th Ave., Brooklyn, N. Y. 

Hepp, Carl H. 248 Dewey Ave., Buffalo, N. Y. 

Kadison, Herbert 1145 President St., Brooklyn, N. Y. 
Kaplan, Milton E. 139-42—87th Road, Jamaica, L. I., N. Y. 
Katz, Irving 485 Central Park West, New York, N. Y. 
Klein, Carl 698 West End Ave., New York 25, N. Y. 
Klein, Edmund 2101 Creston Ave., Bronx 53, N. Y. 
Klein, Jack H. 1114—52nd St., Brooklyn 10, N. Y. 
Koffler, Irving 825 Crown St., Brooklyn, N. Y. 

Kruger, Howard F. 985 Teaneck Rd.—Apt. 3-F, Teaneck, N. J. 
Kurtzer, Max 1110 Wyatt St., New York, N. Y. 
Levinson, Ralph W. 200 Christopher Ave., Brooklyn, N. Y. 
List, Joel 417 Prospect Place, Brooklyn, N. Y. 
Lopinto, Joseph 272 Union St., Brooklyn, N. Y. 

Lubarsky, Melvin M. 1817 Mohegan Ave., Bronx, N. Y. 
Matthews, Richard M. 1421 Cortelyou Rd., Brooklyn, N. Y. 
Mead, Nicholas J. 1339 Hancock St., Brooklyn, N. Y. 
Mertz, Sheldon 2139 Grand Ave., New York 53, N. Y. 
Meyerson, Norman 4901—15th Ave., Brooklyn, N. Y. 

Mézei, Alexander 49 W. 57th St., New York, N. Y. 

h 1944 281 











The New York Certified Public Accountant 


Miller, Benjamin L. 
Mishkit, Milton 
Musicus, Raphael J. 
Negrin, Samuel J. 
Netscher, Edward G. 
Netzer, Seymour Harold 
Pollack, Max 

Ragan, John J. 
Resnick, Charles 
Roeder, Ferdinand J. 
Roesgen, Paul I. 
Rothenberg, Daniel 
Scharf, Seymour L. 
Scheib, Arthur 
Schlenker, Peter A. 
Schulman, Max 
Schwadron, Irving A. 
Schwartz, Joseph M. 
Seltzer, Herbert M. 
Septimus, Harry L. 
Sesholtz, Harold 
Silberberg, Herbert H. 
Sklar, Harold L. 
Smith, Solomon 
Soldwedel, Frederic F. 
Solow, Robert H. 
Stern, Carl 

Stillman, Jacob 
Tepper, Morris 
Tomson, John J. 


Wasserstrom, Benjamin H. 


Werblin, Henry 
Zenreich, Elliot T. 


1123 Lenox Road, Brooklyn, N. Y. 
145-12 South Road, Jamaica, N. Y. 
1776 Union St., Brooklyn, N. Y. 

2662 Ocean Ave., Brooklyn, N. Y. 

103 Plandome Court, Manhasset, N. Y. 
131-44—227th St., Laurelton, N. Y. 
1977 Bergen St., Brooklyn, N. Y. 

1845 Section Rd., Cincinnati, Ohio 
1615 Avenue I, Brooklyn, N. Y. 

139 Knowlton Ave., Kenmore, N. Y. 
305 Cornwall Drive, Dewitt, N. Y. 
502 E. 138th St., New York, N. Y. 
1646 University Ave., Bronx, N. Y. 
115-10—237th St., Elmont, N. Y. 

1500 Archer Rd., New York 62, N. Y. 
600 W. 218th St., New York, N. Y. 
1220 Ocean Ave., Brooklyn, N. Y. 
2083 Davidson Ave., New York, N. Y. 
1554 Selwyn Ave., New York, N. Y. 
170 Beach 27, Long Island, N. Y. 
2066 Morris Ave., New York 53, N. Y. 
111-55—77th Ave., Forest Hills, N. Y. 
50-11—108th St., Corona, N. Y. 

300 Sullivan Place, Brooklyn, N. Y. 
271 E. 237th St., New York, N. Y. 

751 E. 46th St., Brooklyn, N. Y. 

476 Willoughby Ave., Brooklyn, N. Y. 
3706—65th St., Woodside, Queens, N. Y. 
136 W. 172nd St., New York, N. Y. 
9 Burbank St., Rochester, N. Y. 

245 Hawthorne St., Brooklyn, N. Y. 


1561 Union Port Road, New York, N. Y. 


207 E. 93rd St., Brooklyn, N. Y. 








It is the Patriotic Duty 


of Every American Citizen to: 


BUY United States War Bonds and Stamps 
GIVE to the Red Cross 
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FINANCIAL ACCOUNTING—A Distilla- 
tion of Experience 


By George O. May 


The Macmillan Company, New York, 
1943 


274 pages, $3.00. 


This book will be of permanent 
value to the accounting profession 
because it is a landmark that indi- 
cates the point which the profession 
has reached, and the present status 
of many questions of principle, prac- 
tice, and procedure which remain to 
be resolved. It will also have abid- 
ing value as an historical document 
because of its being, as described in 
the subtitle, a distillation of the ex- 
perience of an outstanding leader of 
the profession who has been in ac- 
tive practice for more than half a 
century, and to whom the profes- 
sion owes much for the wise coun- 
sel and long service he has given it 
in various ways. Especially has he 
served it well in the quest for sound 
solutions of the many problems 
which have confronted the profes- 
sion in its rapid development during 
the past fifty years and especially 
during the latter half of that period. 

This contribution to the literature 
of the accounting profession has an 
exceptional value because. of the 
manner in which the author has an- 
alyzed problems and practice in the 
field of financial accounting and 
their development against the back- 
ground of the national economy and 
the changing social philosophy, not 
only of our own country but also of 
England, during the long period in 
which he has had so active and re- 
sponsible a part in the practice of 
his profession. The tracing of rec- 
ognized accounting practices to the 
conditions in which they had their 
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origin, and of the modifications there- 
of which have occurred because of 
developments in the field of busi- 
ness and finance during the present 
century, distinguishes this work in 
a marked way from the usual text- 
book on accounting. 

The first four chapters of the book 
entitled, respectively, The Nature of 
Financial Accounting, The Uses of 
Accounts, Accounting Principles 
and Postulates, and Historical, might 
be said to express the author’s ac- 
counting philosophy. This part of 
the book especially will have con- 
tinuing value for both the student 
of accounting and the mature prac- 
titioner. 

The book is obviously “must” 
reading, not only for accountants but 
for anyone having to deal with ac- 
counts. A reading of it (particu- 
larly the first four chapters and the 
concluding chapter, Accounting and 
Regulation) by lawyers, judges, 
members of regulatory commissions, 
bankers, and businessmen would tend 
toward a much better understand- 
ing of the work of independent pub- 
lic accountants than it may be feared 
is generally the case, even though 
there is today probably a somewhat 
better understanding outside their 
own ranks of their work and service 
than at any previous time. A read- 
ing of the book by the layman would 
lead to more general recognition of 
the fact that judgment and opinion 
weigh more heavily than rigid fact 
finding or mere technique in the 
work of the profession. 

Early in the book, Mr. May takes 
a courageous and outspoken stand 
on the distinction between so-called 
principles and conventions. He em- 
phasizes that “rules of accounting, 
even more than those of law, are 
the product of experience rather 
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than logic,” and that, consequently, 
accounting principles are not immut- 
able or of a scientific character but 
are in the nature of general rules 
adopted as a guide to action, and 
that, initially, such accounting rules 
are mere postulates derived from 
experience and reason but that only 
after they have proved useful and 
become generally accepted do they 
become principles of accounting. 
Emphasis is further laid upon the 
fact of accounting principles being 
founded on considerations of utility 
and therefore they are subject to 
modification as criteria of usefulness 
change. Attention is also called to 
two postulates which are basic to 
the formulation of a statement of 
principles of accounting as usually 
applied in practice, i.e., the postu- 
late of stability in the monetary unit 
and the postulate that accounting is 
to be regarded as a continuous pro- 
cess. 

With respect to accounting “con- 
ventions,” the author makes the fol- 
lowing incisive and_ illuminating 
statement: 

“Many accountants were reluc- 
tant to admit that accounting was 
based on nothing of a higher order 
of sanctity than conventions. How- 
ever, it is apparent that this is 
necessarily true of accounting as it is, 
for instance, of business law. In 
these fields there are no principles, 
in the more fundamental sense of 
that word, on which we can build; 
and the distinctions between laws, 
rules, standards, and conventions lie 
not in their nature but in the kind 
of sanctions by which they are en- 
forced. Accounting procedures have 
in the main been the result of com- 
mon agreement between account- 
ants, though they have to some ex- 
tent, and particularly in recent years 
been influenced by laws or regula- 
tions. 

“Conventions, to have authority, 
must be well conceived. Account- 
ing conventions should be well con- 
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ceived in relation to at least three 
things; first, the uses of accounts: 
second, the social and economic con- 
cepts of the time and place; and, 
third, the modes of thought of the 
people. It follows that as economic 
and social concepts or modes of 
thought change, accounting concepts 
may have to change with them.” 

The following are named as being 
ten distinguishable major uses of fi- 
nancial accounts: 


1. As a report of stewardship 
2. As a basis for fiscal policy 


3. To determine the legality of di- 
vidends 

4. As a guide to wise dividend 
action 

5. As a basis for the granting of 
credit 


6. As information for Prospective 
investors in an enterprise 

7. As a guide to the value of in- 
vestments already made | 

8. As an aid to government super- 


vision 
9. Asa basis for price or rate regu- 
lation 


10. As a basis for taxation 


Attention is directed to the fact that 
so-called general purpose accounts 
are not suitable in all of these cases, 
but that in respect of some of them 
special purpose accounts are called 
for. The desirability of special pur- 
pose accounts has become increas- 
ingly recognized in respect of Nos. 
6, 9, and 10, and in some cases for 
No. 3. This subject which has re- 
ceived increasing attention in recent 
years is effectively developed in the 
chapter devoted to the Uses of Ac- 
counts and Their Influence on Ac- 
counting. 

A truth ever to be borne in mind 
by the practicing accountant is well 
put in the two following sentences: 

“Financial statements are usually 
intended to be acted upon, and once 
issued they may be put to any one 
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of many uses by those into whose 
hands they come. They are signifi- 
cant even more on account of the 
inferences that are likely to be drawn 
from them on account of their char- 
acter as statements of fact or opin- 
ion.” 

The chapters devoted to Cost and 
Value, and to Cost, respectively, are 
most helpful in portraying the con- 
trast between two different ap- 
proaches to financial accounting. 
In an earlier chapter, reference is 
made to “how generally accounting 
was described at one time as a pro- 
cess of valuation, up to how recent 
a date this view was maintained, 
and how prononunced and rapid the 
change has been” to the cost basis 
upon which the books of large en- 
terprises are predominantly kept to- 
day and which “do not, therefore, 
constitute evidence of the value of 
either the enterprise as a whole or 
the separate assets thereof, particu- 
larly the capital assets.” In addi- 
tion to describing the historical back- 
ground against which the changing 
thought regarding value and cost 
occurred, the two chapters men- 
tioned touch on the practical prob- 
lems, not only of determining value 
in different circumstances but also 
in some cases of determining, cost, 
a matter which to the layman might 
seem elementary and relatively easy 
of ascertainment. 

The change from the value con- 
cept to the cost procedure is stated 
to be accounted for, in part at least. 
by the fact that the former obtained 
during “a pioneer economy when 
the great opportunity for making 
profits is likely to lie in participation 
in the growth of the country and in 
the increase in values accompany- 
ing it,” whereas “in a more mature 
economy, when business units be- 
come larger and enterprises more 
complex, the valuation approach be- 
comes impracticable and resort to 
cost as the primary line of approach 
becomes almost inevitable.” 
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The chapters devoted to deprecia- 
tion accounting and the manner in 
which it has been dealt with by reg- 
ulatory authorities discuss in an 
informing way a subject that has 
given rise to much controversy over 
the year, both within and without 
the profession and among regulatory 
commissions having power to direct 
the accounting methods of compan- 
ies coming within their jurisdiction. 
In introducing the subject, the au- 
thor makes the following statement: 

“The establishment of the mod- 
ern theory of depreciation in the field 
of private industry is a purely ac- 
counting development. In the rail- 
road and utility fields, however, it 
is a political history with a legal— 
not an accounting — background. 
In private industry the theory be- 
came generally accepted at a rela- 
tively early stage of development, 
when its usefulness was at a maxi- 
mum. In the railroad and utility 
fields, adoption of the theory has, 
broadly speaking, been delayed until 
a state of maturity has been reached 
at which its usefulness is seriously 
limited if not, indeed, questionable.” 

As to the theory and method of 
applying depreciation in private in- 
dustry, there has been widespread 
agreement among accountants, and in- 
creasing agreement in practice by 
industry, during the past quarter of 
a century. In fact, the author states 
that “in 1906, the straight-line amor- 
tization concept of depreciation was 
in fairly general use in the industrial 
field.” The greater portion of the 
discussion therefore is devoted to 
the development of depreciation 
concepts in the railroad and utility 
fields, and of substitute methods 
such as the retirement reserve 
method used by utilitiés. 

An intriguing sentence in the dis- 
cussion is that “depreciation account- 
ing is one of those habits which is 
not really beneficial unless acquired 
in early youth.” The difficulties 
arising out of the failure of rail- 
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roads and most public utilities (other 
than the telephone companies) to 
acquire the depreciation accounting 
habit “in early youth” are inform- 
ingly portrayed. The scope of the 
discussion is evidenced by its refer- 
ence on the one hand to the study 
of the subject in England almost a 
century ago, when “a select com- 
mittee of the House of Lords took 
accounting and other testimony up- 
on the subject in 1849 and in its 
report favored the creation of depre- 
ciation reserves” (though it did not 
use the expression in the way it is 
now employed), and its considera- 
tion, on the other hand, of the re- 
port made in September, 1943, by 
a committee of the National Asso- 
ciation of Railroad and Utilities 
Commissioners which had been study- 
ing the subject of depreciation for 
four years. 

The NARUC committee report as- 
sumes the acceptability of straight- 
line depreciation in public-utility ac- 
counting but Mr. May brings out 
that it imposes a harsh inequity on 
the utilities by requiring them to 
give retroactive effect to the straight- 
line depreciation method, since “the 
NARUC in its first standard classi- 
fication, promulgated in 1922, did 
not adopt depreciation accounting ; 
instead, it gave the seal of its ap- 
proval to retirement reserve account- 
ing.” 

In a Footnote to Chapter IX vari- 
ous features of the NARUC report 
are considered, among others, the 
committee’s conclusion that the 
straight-line depreciation method 
should be applied to property hav- 
ing an extremely long life as in the 
case of depreciable property gen- 
erally. Discussing the report’s ex- 
ample of property with a life of 150 
vears, Mr. May questions the appro- 
priateness of straight-line deprecia- 
tion, prefers the use of the annuity 
method, contrasts the widely differ- 
ing effects of the two methods in 
respect particularly of the earlier 
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and later years, and suggests that 
“when life exceeds 100 or even 75 
years, there is little or no case for 
depreciation accounting.” Included 
in the author’s consideration of this 
particular phase of the NARUC re- 
port is his observation that “the 
hazard is not that the unit itself will 
one day become unserviceable, but 
the enterprise of which ‘it is a part 
will be abandoned or become un- 
profitable.” This is one of the few 
instances where the reviewer finds 
it difficult to share the author’s view. 

Even though the reviewer recog- 
nizes that obsolescence of the enter- 
prise as a whole might result in an 
even greater loss than the accrued 
depreciation on a normal basis of 
the long lived property, this does 
not seem to be a good reason for 
omitting entirely any provision for 
depreciation of such property in 
stating the operating accounts as 
long as the enterprise is functioning. 
On the contrary, it would seem that 
an extremely long life expectancy 
involves’ correspondingly — greater 
risk or likelihood of obsolescence 
and consequently there is much to 
be said for making a provision for 
depreciation on the basis of spread- 
ing the cost of the property over the 
expected long life on a straight-line 
basis. 

Mr. May concludes his considera- 
tion of the NARUC report with the 
following trenchant comment: “The 
most persuasive part of the report 
is that in which the committee ar- 
gues that straight-line accounting 
in the past would have been practi- 
cally advantageous to the utilities 
and to consumers because it would 
have reduced the amount of invest- 
ment exposed to the hazards of the 
industry. But this was as true in 
1922 as it is today, and it wotld have 
added to the value of the report if 
the committee had explained why 
the NARUC did not attach more 
weight to the consideration at that 
time.” 
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Limitations of space do not per- 
mit of calling attention to the nu- 
merous problems of current interest 
and importance which the author 
develops and discusses in the chap- 
ters on Inventories and Commit- 
ments, Accounts Receivable, Income 
Liabilities, and Forms of Financial 
Statements. The chapter on Income 
cannot be passed, however, without 
reference to the important distinc- 
tion which the author draws between 
primary income, transferred primary 
income (investment income), and 
gains or losses which reflect changes 
in the capital value of rights to 
income. He points to the “need for 
a penetrating analysis and classifi- 
cation of investment income similar 
to that which has been undertaken 
in the field of cost accounting.” 

The concluding chapter of the 
book, on Accounting and Regula- 
tion, has already appeared in the 
October, 1943, issue of THE JoURNAL 
oF ACCOUNTANCY, and is not there- 
fore made the subject of further 
comment in this review, excepting 
to call attention to its outstanding 
importance. The factor of regula- 
tion, both as developed in this chap- 
ter and as mentioned by the author 
in some of the earlier chapters of 
the book, has been affecting, in an 
ever increasing degree, financial ac- 
counting and the relation thereto of 
the independent accountant. Some 
rather strange developments have 
resulted from exercise by regulatory 
commissions of the powers conferred 
upon them by enabling legislation 
respecting the accounting of regu- 
lated corporations. The remarkable 
outcome in one case of the exercise 
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of such regulatory authority is indi- 
cated in the following footnote which 
the chapter on Accounting and 
Regulation includes, but which did 
not appear in the chapter as pub- 
lished in THE JOURNAL OF ACCOUNT- 
ANCY, as it came to the attention of the 
author after the JouRNAL had gone 
to press: 

“The Federal Power Commission 
in the case of Pennsylvania Electric 
Company (Opinion 102, decided in 
August, 1943) approved the acqui- 
sition of property for cash upon the 
condition that about one-third of 
the cost should be written off imme- 
diately against a capital surplus to 
be artificially created. It added: 
‘This is in accord with sound ac- 
counting principles.’ Now, one of 
the best established of accounting 
principles is that capital surplus 
shall not be used to absorb charges 
which otherwise would require to 
be made against income. Whether 
the dictum above quoted is or is not 
acceptable, it is irreconcilable with 
the dicta of the Commission about 
amortization of intangibles, discussed 
at pages 153 to 157 above.” 

The concluding sentence of the 
author’s Foreword contains both a 
tribute and a dedication in the fol- 
lowing well chosen words: 

“Grateful recognition must be 
given to the guidance, friendship, 
and inspiration of Arthur Lowes 
Dickinson, who by his abilities, his 
writings, and above all by his ex- 
ample, earned an outstanding place 
among the independent accountants 
of America, to whom this book is 
gratefully dedicated.” 

Wa tTerR A. STAUB 


Reprinted from the February 1944 issue of The Journal of Accountancy. 
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Henry B. FERNALD, C.P.A., author of “Some Points Regarding 
Numbers as They Are Expressed in Writing”, is a partner 
of the firm of Loomis, Suffern & Fernald. He has been a 
member of the Society since 1910 and is a past president of 
the New Jersey Society of Certified Public Accountants. 
Mr. Fernald is the author of numerous articles on account- 
ing taxation. 


LAWRENCE W. SuHERRITT, Ph.D., author of “Preliminary Con- 
siderations to the Installation of the Cost System”, is Assist- 
ant Professor of Accounting at the College of the City of 
New York, and has been an associate member of the Society 
since 1942. He is co-author with E. J. Field of the follow- 
ing books: “Intermediate Accounting” and “Advanced 
Accounting” (Ronald Press), and has also written a pam- 

phlet entitled “Accounting for Corpus and Income.” 


JoHN MantLe Crapp, M.A., author of “Some Notes on 
Accountants’ Writing”, is special consultant in Writing and 
Speech. He was formerly Professor of English at Illinois 
College, Indiana University, Lake Forest College and at 
summer sessions of the University of Chicago, University 
of Illinois and Pennsylvania State College. Until 1941, 
Lecturer in the New York University School of Retailing. 
Editor for the Ronald Press Company, 1917-1932. Author: 
“How to Write”, “How to Talk”, “Doing Business by Let- 
ter’, “Personal Letters in Business.” 
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YOUR REPORTS 
IN TIME ond ON TIME 


The MSBee Company . . . 295 Madison Avenue, New York 
OFFICES IN PRINCIPAL CiTIES 
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@ THIS NEW PLAN effects a tremen- 
dous saving of man-hours that war 
demands have made so precious. 


As you write one payroll record, all 
figures are automatically transferred 
to the two or more other essential 
records that you now write in sepa- 
rate operations. 


After each individual payroll entry, 
every record you need is complete, cor- 
rect and up-to-date—ready for quar- 
terly reports and government inspec- 





Ai | 


ALL MADE AT ONE WRITING: pay checks, 
employee pay statement, social security 
and withholding tax record, War Bond 
Record, ledger record of other deductions, 
check register and payroll summary. 





ee iS 


, “Built Like a 
& Skyscraper” 








Faster Payroll Handling 


“Makes” Hours of Office Time 









tion. Rewriting of figures on various 
records is entirely eliminated. 


Entirely eliminated, too, are sepa- 
rate records for War Bonds, Social 
Security, Withholding Tax, employee 
insurance, employee hospitalization, 
union dues and all other ledger rec- 
ords of a similar nature. 


Every pay day the statement you 
give to each employee includes: 


(1) A complete record of earnings. 
(2) A detailed list of deductions. 


(3) A notice telling the worker the 
exact amount he has on deposit with 
you toward his next War Bond. 


@ SO SIMPLE isthe ‘‘KopI-spor’’ pay- 
roll system that any clerk can handle 
it. It can be adapted to any type of 
payroll whether you pay by check or 
in cash—whether you make your en- 
tries by typewriter or by hand. 


@ NOW ON DISPLAY -A< special show- 
ing of this simplified pay roll system is 
now in progress in our store. If time 
will not permit you to visit this dis- 
play, phone and we will send to your 
office a pay roll specialist or descrip- 
tive literature, whichever you choose. 





GHAW-WALKE 


Chrysler Building — MUrray Hill 6-1100 














LARGEST EXCLUSIVE MAKERS OF OFFICE FURNITURE AND FILING EQUIPMENT IN THE WORLD 
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CCH WAR LAW SERVICE 

SA ANS cise Renegotiation? Amendment? Termination? 
1e st Here is that “red-hot” regulation, that latest 
‘h ruling, that brand-new form, that last- i 


minute change or development. For sound planning, 
accurate decision, trouble-free action in wartime busi- 
a 0 ness relations with the federal government, the safe, 

the sensible practice is to follow today’s law, today’s pro- 


: cedure as set forth in the GOVERNMENT CONTRACTS 
- Unit of the CCH War Law Service. 

Loose leaf, kept up to the minute always, it provides 
r. at all times the “last word” in law or regulation, the very 
's latest in form or ruling. And not the bare announcement 
e of its existence, but the full text usually of the actual 
}- material itself as released by the authorities! 
rT 


Subscribers for this Service always know the what-to-do 
and why-to-do-it of Army Procurement Regulations (PR's), 
Ordnance Procurement Instructions (OPI's), Navy Regu- 
lations, allowable costs, VT loans, modification, 
renegotiation, termination, and all the rest. 


)- 








O COMMERCE) CLEARING; HOUSE; ING, 
“PUBLISHERS OF LOOSE LEAF LAW ‘REPORTING SERVICES 


NEW YORK 1 CHICAGO 1 WASHINGTON 4 
EMPIRE STATE BLDG. 214 N. MICHIGAN AVE. MUNSEY BLDG. 
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| You Can Recommend Our C. P. A. 
Coaching Course with Confidence 


Some of the members of your staff, or some of your friends, may be planning 
to take the State C. P. A. examinations in the Fall. Send them to us for prepa- 
ration and be confident that the experience gained in nearly twenty-four years of 
coaching will adequately prepare them for the most important event in their 
| professional lives. 


The next course begins TUESDAY, MAY 17, 1944, 
at 6:15 P. M. 


The Seidman Services to the Profession 


THE SEIDMAN C. P. A. EXAMINATIONS REVIEW, a coaching course 
which, since 1920, has afforded a logical solution to the candidate’s problem of 
| preparation for the State C. P. A. examinations. Class sessions only. 
| THE SEIDMAN TAX COURSES—Federal, State and City—offer up-to-the- 
minute instruction in this subject to all C. P. A. candidates and other accountants 
having occasion to prepare tax returns for clients. The courses are complete, 
concise and authoritative. 
THE SEIDMAN PUBLICATIONS—New York State C. P. A. Examination 
Questions and Problems, with answers and solutions prepared by Henry L. 


Seidman, LL. B., C. P. A., Director of the C. P. A. EXAMINATIONS REVIEW. 








For specific lecture-schedules, dates, hours, fees, etc., apply to 


SEIDMAN C.P.A. EXAMINATIONS REVIEW 























115 WEST 45TH STREET NEW YORK 19, N. Y. 
TEL. BRYANT 9-5330 
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INDEPENDENCE 
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YOUR name and address on this 
fupon will bring you all the facts 
bout the Kolect-A-Matic Simplified 
hit Invoice Accounting Plan, the 
bnazing new system that eliminates 
pProunts Receivable postings and at 
the same time places ordinary credit 
Ed collection operations on a sys- 
Ematized routine basis. 


Here is a plan that has more than 
wever dared dream of with the 
ii systems ...a plan proved by 
fe outstanding results we hear 
fim prominent manufacturers and 
olesalers now using it. 


Just take a look at some of these 
vantages : 

No debit posting because copies of in- 
vices form the Accounts Receivable 
ledger, 

tredits ‘posted’ by date-stamping “Paid” 
% invoice copies. 
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Proof of posting in complete detail in- 
stead of a skeletonized transcript. 


Credit authorization from active records 
by clerks, with no time lost. 


Collection control with automatic, up-to- 
date visible aging of each account. 


Quick open item statements, because only 
open items are in the ledger pockets. 


40 to 60% saving in clerical time, releas- 
ing personnel for other duties. 


Send today for the book that describes 
in full the operation of this plan, 
showing in clear detail exactly how 
each of its many superiorities is ob- 
tained. No charge, no obligation. 





and collection problems 


GET THIS FREE BOOK—wire or 
phone our nearest branch office or 
use the coupon above. 








SYSTEMS DIVISION 


REMINGTON RAND 


BUFFALO 3, NEW YORK 

















Suppose you satd— 
“Let there be No Red Cross!” 


UPPOSE you turned your face away 
... Suppose you said, “I have done 
enough.” ... 


Suppose there were no blood centers 
...no plasma for the wounded... sup- 
pose there were no Red Cross rest 
homes...no bed for your boy when he 
is furloughed from the front... 


No “coffee and” at the end of a long 
march, no cigarettes, no magazines, no 
books in the hospitals behind the lines... 


Suppose our men in enemy hands re- 
ceived no weekly food packages... sup- 
pose they were left to scrape along, living 
on alien bread... 


Suppose there were no Red Cross to 
march beside our men in every land 
....no helping hand to do a mother’s 
work... 


Then could you sleep at night? 


You, with .a son in the service? 


* * * 


When you say, “Thank God for the 
Red Cross!” remember this... It is your 
Red Cross... your bandage and your 
blood. 


Yes, and your money, too! 


Of course, you have given before, 
generously and from your heart. Of 
course, you will give again... you who 
had always given for others. 


But this year, when the need is greater 
than ever before... When it is your own 
sons we serve... This year, when you 
figure how much to give, think first, 
“Suppose there were no Red Cross?” 


Then dig deep and be glad. For 
wherever he is 





The RED CROSS is at his side 
and the Red Cross is YOU! 
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THE SOBELSOHN et: 
C. P. A. Examinations Training Courses 


offer intensive and effective preparation for C.P.A. Examinations in New 
York State and elsewhere. Three, Five and Nine Month Courses meet 


individual n . * 

ndvicuel needs. ‘Taxation Courses 

covering Federal and State income taxes, social security taxes, etc., fully meet 
the requirements of accountants and others seeking a comprehensive working 
knowledge of tax practice. 


NEW YORK C.P.A. THEORY QUESTIONS WITH ANSWERS 
By JOSEPH C. MYER, B.S., LL.D. 


Certified Public Accountant of the States of New Jersey and New York. 
Late Dean of St. John’s University, School of Commerce 


Revised and brought up-to-date by 
ANDREW NELSON, LL.B., C.P.A. 


and 


JACOB SOBELSOHN, B.C.S., C.P.A. 
NOW AVAILABLE FOR DISTRIBUTION 


For details, communicate with 
JACOB SOBELSOHN, C.P.A. 
250 West 57th St. (Fisk Building) Rooms 1327-28 New York 19, N. Y. 
Telephone COlumbus 5-0819 
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